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PREFACE 

This  study  is  the  joint  product  of  the  Marketing  Research  Division  of 
the  U.  S.  Department  of  Agriculture  and  the  Board  of  Research,  Bab son 
Institute  of  Business  Administration,  Babson  Park,  Mass.   It  is  a  part 
of  a  broad  program  of  research  to  reduce  costs  of  marketing  farm  products. 
Expressions  of  interest,  or  concern,  by  various  Congressional  or  industry 
groups,  however,  have  tended  to  emphasize  the  importance  of  the  problem 
dealt  with  in  this  report. 

D.  B.  DeLoach,  Gerald  Engelman,  and  Willard  F.  Williams  were  responsible 
for  the  planning  and  initiation  of  the  study.  Walter  H.  Carpenter,  Earl  K. 
Bowen,  Frank  C.  Genovese,  and  Bertrand  R.  Canfield  of  the  Board  of  Research 
Babson  Institute  provided,  on  a  contract  basis,  the  basic  survey  data  and  a 
contractor's  report  of  findings.   All  interviewing  in  connection  with  the 
contract  work  was  accomplished  by  Earl  K.  Bowen  and  Frank  C.  Genovese. 
Willard  F.  Williams  integrated  the  contractor's  report  with  additional  data 
from  the  Census,  from  the  contractor,  and  from  other  sources  and  prepared  the 
final  report  for  publication.   The  researchers  at  Babson  Institute  along  with 
many  others  reviewed  the  final  report  in  manuscript  form  and  many  of  their 
suggestions  were  incorporated  prior  to  publication. 
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SUMMARY 

The  widespread  adoption  of  Federal  beef  grades  is  only  one  force  among 
many  bringing  about  changes  in  the  production  and  marketing  of  beef.  Buying 
and  selling  beef  on  the  basis  of  Federal  grades  have  proved  particularly 
advantageous  to  mass  merchandising  agencies. 

The  policies  and  practices  of  firms  in  the  various  segments  of  the  meat 
wholesaling  industry,  which  includes  packers,  wholesalers,  and  retailers, 
tend  to  reflect  their  beliefs  and  attitudes  concerning  the  effects  of  the 
Federal  grading  of  beef. 

This  report  is  based  in  part  on  a  sample  survey  of  national  packers, 
independent  packers,  wholesale  distributors,  and  chain  and  independent  retail- 
ers of  meat.   The  sample  was  designed  so  as  to  adequately  represent  attitudes 
on  grading  and  branding  of  beef,  and  the  uses  made  of  Federal  grades  and 
proprietary  brands  in  each  of  the  k   regions  of  the  Nation. 

In  each  major  respondent  category,  except  national  packers,  two-thirds 
or  more  of  the  beef  sold  for  fresh  consumption  was  stamped  with  U.  S.  grades. 
Some  respondents  in  each  classification  expressed  surprise  that  there  remained 
any  question  about  the  usefulness  and  desirability  of  uniform  Federal  grade 
standards  for  beef. 

The  policies  of  the  packers  with  national  systems  of  distribution  and  of 
the  retail  food  chains  were  most  clearly  discernible.   The  policy  of  national 
packers,  essentially,  was  to  sell  beef  and  to  promote  its  sale  under  their 
own  brands  whenever  and  wherever  possible,  and  to  sell  federally  graded  beef 
only  on^request.   In  contrast,  chains  generally  had  an  announced  policy  of 
buying  and  handling  federally  graded  beef. 

Most  national  packers  in  the  sample  favored  the  discontinuance  of  Federal 
grading.   Attitudes  of  independent  packers  were  mixed  but  most  of  them  favored 
U.  S.  grading  of  beef  in  some  form.   More  than  four-fifths  of  the  independent 
wholesalers  in  the  sample  favored  retention  of  the  principle  of  Federal  grading 
and  35  percent  favored  a  compulsory  system  of  uniform  grading.   The  survey 
indicated  that  nearly  all  independent  retailers,  as  well  as  most  of  Nthe  chains, 
favored  either  the  present  voluntary  system  of  Federal  grading  or  100  percent 
compulsory  Federal  grading. 

Food  chains  and  many  independent  retailers  according  to  survey  results 
favored  Federal  grading  of  beef  primarily  because  the  official  grade  standards 
facilitated  them  in  quality  control  and  specified  qualities  that  were  relatively 
consistent  over  time  and  among  stores.   Retailers  also  indicated  that  the 
Federal  grades  (l)  provided  them  with  access  to  the  merchandising  advantages 
of  the  word  "Choice,"  (2)  aided  them  materially  in  buying,  and  (3)  broadened 
their  supply  base  in  terms  of  the  number,  variety,  and  locations  of  suppliers 
and,  thus,  aided  in  avoiding  dependence  on  a  few  particular  packers. 
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The  Choice  grade  was  more  prevalent  than  other  grades  throughout  the  meat 
wholesaling  industry.   Retailers'  policies  appeared  largely  responsible  for 
this  predominance  as  well  as  for  the  widespread  practice  of  Federal  grading. 
They  referred  to  a  wide  variety  of  specific  advantages  derived  from  handling 
and  merchandising  U.  S.  Choice. 

Although  most  chains  handled  U.  S.  Choice  they  differed  sharply  on  the 
best  kind  of  Choice  to  sell.   Factors  not  considered  in  the  grade  standards, 
such  as  weight,  were  important  to  retailers,  hut,  generally  speaking,  they 
looked  to  the  grade  standards  for  assurances  of  meat  quality  and  to  these  other 
factors  for  economizing  in  terms  of  increasing  yields  and  reducing  waste. 

Among  the  most  important  of  the  economic  effects  of  the  distribution  of 
beef  by  Federal  grades  are: 

(1)  Federal  grades  for  beef  have  contributed  to  many  basic  changes  in 
the  organization  or  structure  of  the  beef  wholesaling  industry.   Independent 
packers  and  independent  meat  wholesalers  increased  in  number  and  volume  of 
meat  handled  while  packer  branch  houses  declined  greatly  in  number.   The  retail 
chains  developed  mass  buying  procedures  and  specifications  tied  to  Federal 
grades.   The  bargaining  strength  of  the  national  packer  declined. 

(2)  Federal  grading  of  beef  has  resulted  in  numerous  within  plant  or 
intrafirm  changes  and  has  tended  to  stimulate  technological  innovation.   Use 
of  the  grade  standards  has  tended  to  intensify  competition  and  this,  in  turn, 
has  focused  attention  on  production  and  marketing  costs  and  on  means  of 
reducing  these  costs. 

(3)  In  combination  with  other  factors,  the  Federal  grading  of  beef  may 
have  tended  to  increase  consumer  demand  for  beef  and  to  stimulate  beef  pro- 
duction. 

(h)     Federal  grades  have  contributed  to  the  demand  for  higher  quality 
beef.   This  is  reflected  in  higher  percentages  of  beef  production  and  sales 
in  the  higher  grades,  particularly  Choice.   Retailers'  advertising  and  mer- 
chandising policies  on  beef  are  tied  closely  to  the  Federal  grade  standards. 
These  policies,  particularly  opportune  in  a  period  of  high  consumer  incomes, 
have  influenced  consumers'  buying  patterns.   Most  consumers,  however,  apparent- 
ly have  not  been  influenced  in  a  direction  contrary  to  their  basic  desires  and 
eating  preferences.   For  many  consumers  the  Choice  grade  appears  to  represent 
the  most  satisfying  compromise  from  among  the  Federal  grades. 

(5)   Increased  use  of  Federal  grades  has  contributed  to  greater  efficiency 
in  pricing  beef.   Despite  some  imperfections,  the  grading  system  has  tended 
to  increase  the  accuracy,  ease,  and  effectiveness  of  prices  in  reflecting 
value  differences  at  each  stage  in  the  marketing  system  for  beef  by  assisting 
consumers  in  the  expression  of  their  preferences;  improving,  to  some  extent, 
the  degree  of  precision  by  which  preferences  of  consumers  are  transmitted 
through  the  marketing  system  to  producers;  facilitating  trading  among  buyers; 
and  reducing  the  degree  of  quality  competition  among  firms  and  tending  to 
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center  this  competition  on  price.   The  grades  have  tended  to  increase  the 
degree  of  competition  among  packers  and,  despite  some  increase  in  relative 
volumes  and  "bargaining  strength  of  chains  and  other  large  volume  buyers,  they 
have  tended  to  intensify  competition  among  retailers. 

(6)  Along  with  growth  in  the  practices  of  specification  "buying  and  mass 
sales  on  a  carlot  basis,  the  Federal  grade  standards  of  beef  appear  to  have 
resulted  in  relatively  narrow  price  differentials  within  the  grades,  and 
relatively  wide  price  differentials  between  carcasses  of  equal  weights  in 
adjacent  grades.   One  reason  for  this  is  that  suppliers  ordinarily  do  not  find 
it  financially  advantageous  to  merchandise  individual  carcasses  identified 
with  U.  S.  grades.   It  appears  possible,  nevertheless,  for  packers  and  whole- 
salers to  merchandise  federally  graded  beef,  when  so  desired,  and  to  obtain 
premium  prices  for  top-of-the-grade  quality. 

(7)  Marketing  advantages  obtained  from  grading  accrue  to  the  benefit  of 
producers,  but  the  benefits  are  obscured  by  a  number  of  factors.   Among  these 
are  some  imperfections  in  the  pricing  system  at  the  retail  and  wholesale 
levels  of  trade.   The  number,  complexity,  and  degree  of  error  in  estimating 
age,  dressing  percentages,  and  grades  of  live  animals  also  tend  to  dilute  the 
direct  influence  on  producers  of  carcass  grading.   Nevertheless,  reduced  market- 
ing costs  and  increased  sales  of  higher  quality  beef  associated  with  Federal 
grading  redound  to  the  benefit  of  producers. 
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ECONOMIC  EFFECTS  OF  U.  S.  GRADES  FOR  BEEF 
By  Willard  F.  Williams,  Earl  K.  Bowen,  and  Frank  C.  Genovese  l/ 

I.   THE  PROBLEM  -  BACKGROUND  AND  ANALYTICAL  APPROACH 

One  of  the  most  prominent  and  controversial  issues  facing  the  livestock, 
industry  concerns  the  economic  effects  of  the  use  of  Federal  grades  and 
standards  for  carcass  "beef .   Numerous  inquiries  have  "been  received  "by  the 
Department  from  livestock  producers,  packers,  retail  food  chains,  legislators, 
and  others  regarding  these  effects.  Accordingly,  research  was  initiated  to 
determine  some  of  the  economic  impacts  of  Federal  grading  and  the  use  of 
Federal  grades  for  beef  on  producers,  consumers,  and  the  livestock  and  meat 
trade.   This  is  a  report  on  several  phases  of  that  study. 

The  overall  objectives  of  the  study  were  to: 

1.  Describe  "briefly  the  historical  development  of  the  Federal  grades 
for  beef  and  inquire  into  the  nature  and  extent  of  economic  problems 
associated  with  their  use. 

2.  Examine  the  manner  and  the  extent  to  which  meatpackers  and  meat 
wholesalers  and  retailers — both  chain  and  independent --use  U.  S. 
grades  in  their  beef  operations. 

3-   Determine  the  factors  underlying  management  decisions  made  to  handle 
or  merchandise  beef  by  U!  S.  grades,  by  proprietary  or  packer  brands, 
or  ungraded. 

k.      Determine  the  relationships  between  (a)  decisions  involving  changes 
in  the  manner  and  extent  to  which  U.  S.  grades  and  packer  or  pro- 
prietary brands  are  used,  and  (b)  changes  in  the  organization  and 
structure  of  markets  for  meat  and  in  the  buying,  selling,  and  mer- 
chandising practices  of  meat — packing,  distributing,  and  retailing 
organ i zat ions . 

5.   Delineate  and  analyze  the  economic  effects  of  the  Federal  grading 
of  beef  and  of  related  changes  in  market  structure  and  marketing 
practices  on  producers,  marketing  agencies,  and  consumers. 


1/  Dr.  Williams  is  an  agricultural  economist,  Market  Organization  and  Costs 
Branch,  Marketing  Research  Division,  Agricultural  Marketing  Service,  U.  S. 
Department  of  Agriculture.   Mr.  Bowen  is  Chairman,  Department  of  Statistics  and 
Mathematics,  Babson  Institute  of  Business  Administration,  Babson  Park,  Mass. 
Dr.  Genovese  is  Chairman,  Economics  Division,  Babson  Institute  of  Business 
Administration. 
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This  report  is  concerned  principally  -with  the  impact  of  the  use  of  Federal 
grading  on  the  functions  of  meat  packing,  -wholesaling,  and  retailing,  on  buying, 
selling,  and  merchandising  practices,  and  on  the  organization  and  market 
structure  of  the  distribution  system.   Instead  of  examining  the  adequacy  or 
accuracy  of  the  grade  standards  themselves,  this  study  directs  attention  to 
the  economic  effects  of  the  use  of  official  standard  grades  under  present 
conditions  of  production,  processing,  and  distribution  of  beef.   The  ultimate 
aim  of  the  study,  however,  is  to  arrive  at  suggestions  for  practical  adjust- 
ments in  production  and  marketing  practices  that  would  aid  marketing  firms 
in  making  decisions  and  improve  efficiency  in  marketing.   This  chapter  describes 
the  research  procedure  and  deals  with  the  first  objective  listed- -the  history 
and  development  of  Federal  grades  for  beef. 

Research  Design 

Personal  interviews  were  made  by  the  Babson  Institute  of  Business  Ad minis - 
tration  during  the  summer  and  fall  of  1956  in  the  following  15  cities:  Austin, 
Minnesota ;  Atlanta,  Georgia;  Baltimore,  Maryland;  Boston,  Massachusetts; 
Chicago,  Illinois;  Cincinnati,  Ohio;  Denver,  Colorado;  Houston,  Texas;  Los 
Angeles,  California;  New  York,  New  York;  Omaha,  Nebraska;  Ottumwa,  Iowa;  San 
Francisco,  California;  Seattle,  Washington;  and  St.  Louis,  Missouri.   These 
cities  were  selected  to  provide  a  representation  of  the  four  major  geographical 
areas  of  the  Nation  and,  where  necessary,  to  locate  the  interviewers  in  the 
vicinity  of  the  main  offices  of  large  packers  and  chain  stores. 

In  most  sample  cities,  interviewers  obtained  schedules  from  3  independent 
packers,  5  independent  wholesalers,  3  local  retail  chains,  and  15  independent 
retailers.   In  addition,  national  packers  and  regional  or  national  retail 
chain  operators  were  interviewed  in  cities  where  the  headquarters  of  these 
firms  were  located.   In  all,  representatives  of  3^4  firms  were  interviewed. 
These  included  6  packers  with  national  systems  of  distribution,  k6   "independ- 
ent" packers,  65  wholesale  meat  distributors,  51  retail  food  chains,  180 
independent  retailers,  and  16  others.  2/ 

Interview  Procedure 

The  survey  was  of  the  "depth-probe"  type,  that  is,  open-end  questions 
were  employed  during  the  course  of  the  interviews.   The  interviewers  were 
provided  with  interview  guides.  3/  These  guides  were  developed  after  a 
lengthy  process  of  deductive  and  inductive  research  which  involved  preliminary 
trials.   By  using  these  interview  guides  the  interviewers  could  probe  deeper 
than  they  could  with  restricted  questions  and  were  provided  with  the  flexibility 
necessary  to  uncover  basic  factors  affecting  decisions.   The  aim  was  to  seek  an 
understanding  of  each  respondent's  policies,  attitudes,  and  business  operations 
and  to  see  how  grading  affected  his  business. 

2/  Retailers  are  classified  here  as  food  chains  if  they  operated  k-   or 
more  units  in  1955.   Definitions  more  appropriate  for  this  study  are  developed 
later.   According  to  these  definitions,  p.  9^  the  totals  are  194  independent 
retailers  and  37  retail  food  chains.   "Others"  consist  principally  of  trade 
associations.   3/  Samples  of  interview  guides  are  shown  in  the  appendix. 
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The  reactions  of  respondents  to  queries  of  the  interviewers  were  recorded 
but,  more  than  that,  the  respondents  vere  asked  to  justify  their  statements, 
to  rationalize  them  in  terms  of  their  business  experience,  and  to  explain  why 
what  they  had  said  was  logically  related  to  earlier  statements. 


Use  of  Additional  Data 

Survey  data  and  information  provided  by  Babson  Institute  were  supplemented 
in  several  ways.   Use  was  made  of  Bureau  of  Census  reports,  published  and 
unpublished  Department  of  Agriculture  reports,  State  experiment  station  bulle- 
tins, trade  magazines,  and  bulletins,  addresses  and  releases  of  meat  industry 
trade  associations. 

Additional  survey  data  were  obtained  in  1957  and  early  1958  hy  interviewing 
several  packers,  food  chain  and  feed  lot  operators  in  southern  California. 
Representatives  of  three  voluntary  food  groups  were  interviewed  in  some  detail. 
In  addition,  several  packers,  the  publisher  of  a  trade  magazine,  and  represent- 
atives of  several  meat  trade  associations  were  questioned  for  clarification  of 
particular  points.   These  additional  data,  however,  were  not  tabulated  with 
the  original  data  and  were  used  with  discretion  in  the  text. 

Accuracy  of  the  Reported  Data 

The  selection  of  cities  and  respondents  was  made  on  a  judgment  basis. 
Nevertheless,  six  of  the  largest  packers  and  all  of  the  larger  corporate  food 
chains  were  included  in  the  study.   Other  respondents  were  chosen  insofar  as 
possible,  in  such  a  manner  as  to  represent  different  income  strata  within  a 
city  or  different  practices  or  methods  of  operation. 

The  statistical  data  presented  in  this  report  are  derived  from  estimates 
supplied  by  respondents  for  1955  operations.   In  no  case  was  a  respondent 
asked  to  tabulate  information  from  books  of  account  or  other  records.   Because 
of  this,  and  the  fact  that  the  selections  were  made  on  a  judgment  basis, 
numerical  information  is  subject  to  varying  (unknown)  degrees  of  error.   These 
errors,  however,  are  not  considered  sufficiently  large  as  to  materially  alter 
the  general  conclusions  drawn  from  the  survey,  but  the  number  of  significant 
digits  carried  in  statistical  totals  and  averages  reflects  convenience  for 
checking  purposes  rather  than  accuracy  of  the  estimates.   Although  the  data 
are  not  considered  highly  representative  of  particular  cities  or  principal 
subgroups  within  respondent  classifications,  the  general  indications  of 
tendency,  where  presented,  are  considered  reliable. 

The  approximate  nature  of  the  numerical  data  is  made  clear  throughout 
the  report.  Also,  the  varying  number  of  respondents  reporting  on  different 
topics  is  indicated  wherever  necessary. 
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The  History  and  Development  of  Federal  Grades  and  Grading 

Little  attention  was  given  to  the  problem  of  classifying  and  grading 
livestock  -until  the  first  decade  or  so  of  the  20th  century.   In  colonial  times, 
cattle  -were  described  by  a  few  general  terms  such  as  "fat  steers,"  "stock 
steers,"  and  "cows  and  calves."  Terms  indicating  origin  such  as  "Wyoming 
steers,"  "native  cattle,"  and  Texas  stock"  appeared  later  (2,  pp.  285-312).  hi 
At  the  same  time,  more  descriptive  terms  began  to  be  used  such  as  "export 
cattle,"  "shipping  steers,"  and  "butcher  steers."  There  -was  a  general  lack 
of  uniformity,  however,  in  classification  and  use  of  the  terms  by  sellers, 
buyers,  trade  journals,  and  market  reports  (2,  pp.  289-90) .   After  about  1870 
the  terms  "Choice,"  "Prime,"  "Fair,"  "Medium,"  and  "Common"  were  in  use  at 
some  of  the  Midwestern  markets  but  definitions  varied  considerably  among 
markets. 

The  Development  of  Grades  and  Standards  for  Beef 

The  U.  S.  Department  of  Agriculture  initiated  work  in  developing  grade 
standards  for  livestock  and  meats  in  1916  following  pioneer  -work  at  the  Illinois 
Agricultural  Experiment  Station.  5/  The  primary  aim  of  the  Department  at  that 
time  was  to  develop  a  market  news  reporting  service  for  livestock  (2,  p.  290). 
It  was  recognized  in  connection  -with  this  work  that  a  uniform  grade  terminology 
would  be  required  if  market  reports  were  to  be  at  all  meaningful.   Selection 
and  adoption  of  a  uniform  language  for  use  by  the  livestock  and  meat  trade, 
hovever,  presented  no  simple  problem  since  each  market  had  a  vocabulary  peculiar 
to  itself  (10,  p.  77)  •   The  task  of  developing  uniform  descriptions  was  further 
complicated  by  pressure  from  various  interested  groups  to  adopt  terms  in  local 
usage  (2,  p.  292). 

Tentative  unpublished  grade  standards  were  applied  by  the  U.  S.  Department 
of  Agriculture  from  1916  to  1923  in  reporting  livestock  prices  and  in  reporting 
on  prices  of  meat  at  the  wholesale  level.   The  U.  S.  Department  of  Agriculture, 
various  agricultural  State  colleges,  the  Chicago  Livestock  Exchange,  packers, 
and  several  trade  journals  cooperated  and  participated  in  the  development  of 
these  tentative  standards.   (See  2,  p.  292).   These  standards  were  used  by  the 
Armed  Services  in  purchasing  meat  during  World  War  I.   They  were  based  largely 
on  standards  published  earlier  by  the  Illinois  Experiment  Station  (2,  p.  290, 
10,  p.  86). 

Part  of  the  interest  in  grading  and  standardization  of  meat  during  this 
period  grew  out  of  general  concern  with  the  changing  structure  of  the  marketing 
system  for  meat.   Large  volume  packers  had  developed  in  the  latter  part  of  the 
19th  century  (10,  p.  63).   These  packers  came  under  scrutiny  of  the  Government 
in  the  period  IB95-1920  and  producers  as  well  as  the  public  generally  were  con- 
cerned with  the  question  of  illegal  combination  and  monopolistic  control  of 
prices  on  the  part  of  packers  (10,  p.  8l) . 

hj   Underscored  numbers  in  parentheses  refer  to  Literature  Cited,  p.  181-83. 

5/  A  series  of  five  bulletins  dealing  with  market  classes  and  grades  for 
horses  and  mules,  cattle,  swine,  and  sheep  was  published  by  the  Illinois  station 
during  the  period  I9OI-I908. 
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The  tentative  United  States  beef  carcass  grade  standards  were  first 
published  in  1923-   In  1925  the  National  Livestock  and  Meat  Board  agreed  to 
cooperate  "with  the  Government  in  developing  a  grading  service  to  be  conducted 
under  Government  supervision.   In  June  1926  the  tentative  standards  for  beef 
with  minor  revisions  were  promulgated  as  official  United  States  for  grades  of 
carcass  beef. 

In  July  1926  a  meeting  of  250  prominent  cattle  breeders  and  feeders  from 
various  parts  of  the  Nation  was  held  in  Kansas  City,  Mo.,  to  form  an  organi- 
zation for  sponsoring  a  beef  grading  service  and  to  consider  the  advisability 
of  grading  and  stamping  the  two  grades,  Prime  and  Choice.   The  group  formed 
an  organization,  adopted  the  name  "Better  Beef  Association, "  and  continued 
actively  to  promote  the  uniform  grading  and  stamping  of  beef.  6/  Following 
this  meeting,  the  Secretary  of  Agriculture  agreed  to  provide  a  beef  grading 
and  stamping  service  for  one  year  on  an  experimental  basis  if  producers  and 
packers  could  arrive  at  a  satisfactory  agreement.   A  meeting  of  representative 
packers  and  producers  was  called  in  December  1926,  at  which  some  of  the  packer 
representatives  contended  that  the  grading  and  stamping  of  beef  was  unworkable 
(2,  p.  307;  an<i  10,  p.  80).   General  agreement,  however,  was  achieved,  and 
procedural  plans  were  devised.   Principal  features  of  the  agreement  are  as 
follows:  7/ 

1.  Prime  and  Choice  grade  steer  and  heifer  carcasses  and  cuts  were  to 
be  graded  by  the  Government  free  of  charge  and  on  request. 

2.  Official  graders  were  to  be  stationed  in  10  particular  cities  in  the 
Midwest  and  East. 

3.  Packers  were  to  give  the  service  a  fair  trial  and  assist  in  correcting 
weaknesses  or  deficiencies  that  might  develop. 

The  official  grading  and  stamping  of  beef  was  inaugurated  May  2,  1927  and 
was  established  on  a  continuing  basis  on  July  1,  1928.   Many  packers  and 
several  livestock  or  meat  trade  organizations  have  aided  materially  in  improv- 
ing the  grade  standards  for  beef. 

The  promulgation  of  official  standards  of  beef  carcasses  was  followed  in 
1928  by  the  issuance  of  similar  standards  for  live  slaughter  cattle.   Official 
grade  standards  also  were  placed  in  effect  in  1928  for  veal  and  calf  carcasses; 
and  for  live  vealers  and  slaughter  calves  (2,  pp.  295-7) •   Grade  standards  for 
carcasses  of  lambs,  yearling  mutton,  and  mutton  were  promulgated  in  1931  but 
grade  standards  for  live  slaughter  lambs,  yearlings,  and  sheep  were  not  made 
official  until  1951  when  the  lamb  carcass  standards  were  revised. 


6/  Soon  after  this  meeting  the  Better  Beef  Association,  composed  of  cattle 
producers,  became  affiliated  with  the  National  Livestock  and  Meat  Board  which 
then  assumed  the  responsibility  of  promoting  development  and  use  of  official 
grade  standards  for  beef  and  other  meats.   The  National  Livestock  and  Meat  Board 
is  jointly  sponsored  by  livestock  producers,  market  agencies,  meatpackers,  and 
retailers  (2,  p.  308,  and  10,  p.  91  ff.). 

7/  From  unpublished  material  in  the  files  of  the  Department  of  Agriculture. 
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Revisions  of  the  carcass  beef  standards,  issued  in  1939  (lOj  p.  92) 
provided  grades  as  shown  in  the  left  hand  column  of  table  1  and  resulted  in  a 
single  standard  for  carcasses  of  steers,  heifers,  and  cows.   The  changes  were 
made  following  careful  analysis  of  information  received  at  public  hearings 
held  at  various  cities  across  the  country. 

The  1939  revisions  in  the  beef  grade  standards  resulted  partly  from  con- 
ferences between  Department  of  Agriculture  and  the  Institute  of  American  Meat 
Packers.   The  Institute  had  developed  standards  based  on  10  different  grades 
rather  than  on  7  as  in  the  official  standards  (2,  p.  3Q^) •   Many  of  the  larger 
packers  were  adopting  grade  systems  as  recommended  by  the  Institute.   Following 
a  recommendation  of  the  American  National  Livestock  Association  that  a  satis- 
factory, single,  unified  system  be  developed,  a  meeting  of  Department  of  Agri- 
culture and  Institute  representatives  was  held  8/.   However,  2  separate  grading 
systems  for  carcass  beef,  the  Federal  standards  and  standards  developed  by  the 
Institute,  have  continued  to  be  used  by  the  industry  (10,  p.  80). 

Table  1. --Changes  in  official  grades  for  beef  carcasses,  1939-56  l/ 


1939-50  2/ 

1950-56  3/ 

1956  y 

Prime 

'  Prime 

Prime 

Choice 

Good 

Choice 

Choice 

Good  5/ 

Good 

Commercial 

Commercial 

Standard  6/ 

Commercial 

Utility 

Utility 

Utility 

Cutter 

Cutter 

Cutter 

Canner 

Canner 

Canner 

1/  Sizes  of  the  blocks  shown  in  the  table  are  hot  necessarily  related  to  the 
"widths"  of  the  various  grades  with  respect  to  any  of  the  usual  factors  con- 
sidered in  the  grade  standards. 

2/  Made  effective  July  16,  1939. 

3/  Changes  made  effective  December  29,  1950. 

y   Changes  made  effective  June  1,  1956. 

5/  Only  the  top  quality  of  younger  cattle  (steers  and  heifers)  in  the  former 
"Commercial"  grade  were  changed  to  "Good."   The  lower  quality  younger  cattle 
and  all  older  cattle  (cows)  remained  "Commercial." 

6/  All  younger  cattle  in  the  former  "Commercial"  grade  not  transferred  in  the 
1950  revision  to  the  "Good"  grade  were  changed  to  "Standard."  All  top  quality 
older  cattle  (cows)  remained  in  "Commercial."  8/  See  footnote  7« 
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Additional  revisions  were  made  in  1950  and  again  in  1956.  9/  As  shown 
in  table  1  the  former  Prime  and  Choice  grades  were  combined  in  1950  into  one 
grade  labeled  "Prime."  At  the  same  time,  the  name  of  the  Good  grade  was 
changed  to  "Choice"  and  the  top  quality  carcasses  of  younger  animals  in  the 
upper  half  of  the  former  Commercial  grade  were  set  aside  and  called  "Good. " 
In  1956  the  Commercial  grade  was  split  again  into  two  grades.   The  carcasses 
of  younger  animals  remaining  in  the  Commercial  grade  after  the  1950  revisions 
were  designated  "Standard. "  This  left  well-finished  carcasses  from  more 
mature  animals,  particularly  cows,  in  the  Commercial  grade.  10/ 

The  present  Federal  grade  standards  for  beef  indicate  that  they  are  based 
on  conformation,  quality,  and  finish.   As  pointed  out  in  a  commentary  in  the 
Appendix,  however,  it  might  be  more  correct  to  say  that  the  grades  are  based 
on  conformation,  quality,  and  maturity.   Conformation,  as  used  in  the  standards, 
refers  to  overall  symmetry,  shape,  or  proportion  of  the  animal  or  carcass. 
Quality  refers  to  marbling  and  to  color,  texture,  and  firmness  of  lean  in 
carcasses  within  specified  ranges  of  maturity.   Actually  these  factors  are 
considered  only  visual  indicators  of  quality.   It  should  be  emphasized  that 
they  are  defined  in  subjective  or  descriptive  terms  rather  than  on  the  basis 
of  objective  tests  or  measurements. 

The  Federal  grade  standards  for  beef  provide  for  "minimum"  levels  of 
"quality"  in  each  grade.  11/  At  quality  levels  above  the  minimum,  however, 
conformation  and  quality  are  permitted  to  compensate  for  one  another  at 
specified  rates.   Carcasses  with  conformation  typical  of  the  Good  grade,  for 
instance,  may  qualify  for  Choice  provided  that  the  "inferior"  conformation  is 
compensated  for  by  indications  in  the  carcass  of  quality  superior  to  that 
ordinarily  found  in  the  Chqice  grade.  12/ 

The  Growth  of  the  Federal  Grading  Service 

Acceptance  of  beef  grading,  following  initiation  of  the  services  on  a 
voluntary  basis  in  May  1927,was  slow  and  uncertain  (10,  p.  95) •   Despite  the 
fact  that  many  packers  aided  in  the  development  of  the  official  grades  and 
standards,  few  of  them  elected  within  the  first  year  or  two  to  have  their  beef 
graded  and  stamped  with  the  official  grades.   There  may  have  been  several 
reasons  for  this.   First,  the  grades  were  completely  unknown  to  consumers  during 
the  first  few  years  and  most  retailers  and  wholesalers,  in  addition  to  many 
packers,  were  unfamiliar  with  them.   Second,  the  grading  and  stamping  service 
was  placed  on  a  self  supporting  fee  basis  in  1928  after  the  initial  experimental 
period.   The  fees  were  nominal  but  the  total  cost  in  terms  of  inconvenience, 
disruption  of  work,  and  loss  of  time  in  addition  to  the  fee  may  have  contributed 
to  the  slow  acceptance  of  Federal  grading.   Third,  and  more  important,  the  major 


9/  Another  slight  revision  in  19^-9  eliminated  all  reference  to  color  of  fat 
as  a  factor  in  grading. 

10/  Detailed  descriptions  of  the  various  official  standards  for  grades  of 
beef  carcasses  for  cattle  may  be  found  in  reference  (30) . 

11/  See  Appendix,  pp.  I&V189. 

12/  For  a  more  complete  discussion  of  permissible  rates  of  substitution 
between  conformation  and  quality  see  the  Appendix  discussion  and  figure  5- 


packers  began  merchandising  beef  under  their  own  grades  and  brands  soon  after 
initiation  of  the  Government  service  in  1927 •   One  major  packer  began  grading 
and  stamping  its  beef  "with  its  own  private  brands  in  August  1927  after  initi- 
ation of  the  Government  service  in  May.   Shortly  thereafter  another  major 
packer  followed  suit.   One  of  these  packers,  however,  had  been  experimenting 
with  a  grading  system  since  1922  (10,  p.  jQ) .      It  appears  probable  that  until 
World  War  II  more  beef  was  sold  under  packer  brands  than  under  Federal  grade 
stamps.   In  view  of  the  later  initiation  and  faster  growth  of  proprietary  grades 
and  brands  for  beef,  Government  grading,  it  appears,  did  not  greatly  interfere 
with  the  private  brand  interests  of  the  packers.   The  reverse  situation  appears 
more  tenable.   The  rapid  growth  of  private  branding  probably  inhibited,  to  a 
certain  extent,  use  of  the  Federal  grade  standards. 

Fourth,  some  retailers  reported  that  they  could  not  obtain  a  continuous 
supply  of  beef  graded  according  to  the  official  grade  standards  and,  therefore, 
could  not  continue  to  merchandise  it.   Consequently,  on  January  1,  1928,  the 
Department  of  Agriculture  offered  its  grading  services  on  the  Good  grade.  13/ 
This  made  possible  the  grading  and  stamping  of  a  much  larger  supply .- 

A  fifth  reason  was  that,  although  the  fees  received  from  grading  usually 
covered  all  costs,  funds  for  expansion  of  the  service,  particularly  during  the 
depression  years  of  the  1930' s,  were  limited. 

Despite  the  slow  acceptance  of  Federal  meat  grading  the  service  grew. 
In  the  second  year  there  was  a  substantial  increase  in  volume  of  beef  graded. 
In  1932,  after  5  years  of  grading  there  were  27  qualified  graders  in  the  Govern- 
ment service.   The  work  had  been  expanded  at  each  of  the  original  10  cities  and 
had  been  extended  to  include  San  Francisco. 

Drought  affected  the  supply  of  high  quality  beef  for  grading  in  1935  and. 
again  in  1937-   By  1935;  however,  the  city  of  Seattle  had  inaugurated  compulsory 
regulations  providing  for  the  compulsory  grading  of  meat  according  to  the  offi- 
cial U.  S.  standards.   Also,  the  grading  service  had  been  extended  to  6  addition- 
al cities  but  it  had  been  withdrawn  from  2  small  cities  in  New  York  State. 

The  quantity  of  beef  graded  by  Government  graders  tripled  in  the  years 
1935-^1'   In  1936.  the  beef  officially  graded  was  about  6  percent  of  total 
slaughter  (fig.  1).   By  193^^  nearly  9  percent  of  the  total  quantity  of  beef 
slaughtered  was  federally  graded.   This  percentage  dropped  slightly  in  1939 
as  a  result  of  a  change  in  the  standards  but  it  increased  again  in  19^-0  and 
19^1.   As  of  December  31*  19^0*  there  were  58  full-time  and  7  part-time  graders. 

In  19^2,  price  and  ration  controls  were  established  as  an  adjunct  of  war 
and  the  optional  feature  of  Government  grading  on  beef,  veal,  and  lamb  was 
replaced  by  compulsory  regulations.   At  this  time  about  10  percent  of  the  beef, 
3  percent  of  the  lamb  and  mutton,  and  less  than  1  percent  of  the  veal  were 
federally  graded  and  stamped.   By  the  end  of  the  year  there  were  224  meat 
graders  in  the  employ  of  the  Government  of  whom  l40  were  temporary  employees 
certifying  grade  specifications  on  meat  purchased  by  the  Government. 


13/  This  and  some  of  following  are  from  unpublished  material  in  the  files 
of  the  Department  of  Agriculture. 
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Figure  1 

During  the  World  War  II  period  of  compulsory  grading,  the  last  quarter 
of  19^-2  until  mid-October  1Sh6,    the  quantity  of  beef  graded  increased  from 
less  than  1.5  billion  pounds  to  more  than  9  billion  (fig.  l).   A  greater 
quantity  of  beef  was  graded  in  19^-5  than  in  the  previous  year  but  beef  pro- 
duction increased  even  more,  with  the  result  that  the  percentage  federally 
graded  dropped  slightly. 

In  the  postwar  years,  beginning  in  19^-6,  the  percentage  of  federally 
graded  beef,  veal,  and  lamb  dropped  sharply.   However,  several  times  as  much 
meat  of  each  of  the  three  species  was  graded  annually  in  the  period  19^-6-50 
as  in  any  prewar  year.   The  percentage  of  beef  federally  graded  reached  a 
postwar  low  of  about  22  percent  in  19^-8  and  averaged  about  24  percent  in  the 
period  I9V7-5O. 

In  1951*  the  Korean  conflict  and  the  need  for  price  controls  resulted  in 
the  reestablishment  of  compulsory  grading  for  beef,  veal,  and  lamb.   Conse- 
quently, the  percentage  of  these  species  graded  officially  again  increased, 
reaching  a  high  in  1952  (fig.  l).   In  early  1953,  the  official  grading  of  all 
meats  was  again  restored  to  a  voluntary  basis  and,  thereafter,  the  demand  of 
packers  and  others  for  official  grading  services  dropped  sharply.   This  time, 
however,  Federal  beef  grading  leveled  off  in  195^-55  at  about  kk   percent  of 
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total  slaughter  and  increased  to  more  than  kQ   percent  in  1956.  lh/     The 
quantity  of  veal  and  lamb  federally  graded  also  remained  substantially  higher 
than  in  the  period  19^7-50. 

Composition  of  the  Beef  Supply 

The  Federal  grading  of  "beef  sold  for  fresh  consumption  is  more  important 
than  for  all  "beef.   Some  15  to  20  percent  of  the  "beef  (Carnier,  Cutter,  and 
Utility)  is  usually  not  sold  as  carcasses  or  -wholesale  cuts  to  the  retail  trade 
hut  is  processed  and  merchandised  in  other  ways  and,  hence,  is  seldom  graded. 
High  percentages  of  the  Prime  and  Choice  grades  and  much  of  the  Good  grade  are 
federally  graded. 

In  1956  a  little  more  than  two-thirds  of  all  "beef  produced  from  slaughter 
"was  steer  and  heifer  "beef.   Most  of  the  rest  -was  cow  "beef  (fig.  2). 


BEEF  PRODUCTION  BY  CLASS 
AND  BY  GRADE,  1956 

BY  CLASS  BY  GRADE 


Prime  47° 
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Figure  2 


14/  This  amounted  to  ahout  50  percent  of  the  total  commercial  slaughter 
of  "beef.   Commercial  slaughter  is  total  slaughter  less  farm  slaughter. 
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About  4  percent  of  all  beef  slaughtered  in  1956  is  estimated  to  have  been 
Prime  grade,  33  percent  Choice,  21  percent  Good,  15  percent  Commercial  and 
Standard,  13  percent  Utility,  and  13  percent  Cutter  and  Canner  grades  (fig.  2). 
It  is  because  the  largest  part  of  steer  and  heifer  beef  is  the  equivalent  of 
Good  grade,  or  better,  that  about  58  percent  of  the  beef  produced  from  slaughter 
in  1956  was  of  the  three  top  grades.   This  represents  an  increase  from  51  per- 
cent in  19^7.   Choice  grade  beef  increased  to  one-third  of  the  total  from  less' 
than  27  percent  in  1947.   The  Good  grade  also  has  increased  relatively  since 
19J+7,  and  Prime  has  remained  about  the  same  but  production  of  the  remaining 
grades  has  dropped  relatively  (l_5,  pp.  21-22). 

Purposes  and  Objectives  of  a  Standardized  Grading  System 

There  are  several  principal  objectives,  from  a  generalized  welfare  view- 
point, of  a  standardized  system  of  grades  for  any  agricultural  commodity  (2, 
pp.  299-304),  (28,  pp.  198-218).   Theoretically,  uniform  grades,  whether 
administered  publicly  or  privately,  might  be  expected  to: 

1.  Provide  a  framework  by  which  consumers  are  assisted  in  selecting 
from  among  a  wide  variety  of  quality  or  grade  differences  the 
particular  qualities  or  grades  most  desired; 

2.  increase  or  improve  the  precision  with  which  preferences  of  con- 
sumers are  transmitted  through  the  marketing  system  to  producers; 

3.  facilitate  trading  between  buyers  and  sellers;  and, 

4.  assist  producers  in  making  decisions  concerning  the  use  of  their 
productive  resources. 

All  of  these  objectives  could  be  classified  under  the  term  "pricing 
efficiency"  which  is  concerned  with  the  price-making  role  of  the  marketing 
system.   It  concerns  how  accurately,  how  speedily,  how  effectively,  and  how 
freely  the  marketing  system  makes  prices  which  measure  final  consumer  product 
values  and  reflects  these  values  through  the  various  stages  of  the  marketing 
system  to  the  producer. 

Theoretically,  uniform  grades  for  a  product  will  increase  the  efficiency 
with  which  prices  distribute  various  segments  of  the  supply  of_the  product 
among  competing  end  uses.   This  is  because  uniform  grades  presumably  break 
down  or  subdivide  a  more  or  less  heterogeneous  supply  of  a  commodity  into 
smaller,  more  uniform  or  homogeneous  groupings.   In  theory  these  groupings 
are  composed  of  units  which  are  substitutable  for  one  another,  at  least  to  a 
degree  (4,  p.  l4).   However,  they  need  not,  necessarily,  imply  any  order  of 
quality  among  the  grades--that  is,  which  is  "best"  which  is  "next  best" — and 
so  forth- -to  improve  pricing  efficiency.   For  instance,  if  they  simply  point 
out  which  units  of  a  commodity  are  economically  different  from  other  units, 
with  respect  to  particular  attributes,  they  will  permit  the  consumer  to  choose 
and  select  more  wisely  from  among  the  grades  for  these  particular  attributes. 
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Consequently,  they  -will  increase  the  prohahility  that  each  unit  of  the  commodity 
•will  he  channeled  into  the  use  for  which  it  is  "best  suited.  *  They  -will  increase 
the  chances  that  each  unit  "will  he  distributed  and  sold  according  to  its  highest 
and  "best  use.   From  the  standpoint  of  the  general  public  this,  in  turn,  will 
represent  an  improvement  in  marketing  efficiency.  15/ 

Supply-demand  forces  are  in  operation  irrespective  of  the  existence  of  a 
Federal  grading  system  for  "beef.   Nevertheless,  these  forces  theoretically  are 
permitted  to  operate  more  precisely  and  effectively  when  quality  differences 
are  specified  than  when  they  are  not.   For  instance,  with  grades  fixed  and 
unchanging  in  terms  of  physical  attributes  of  a  commodity,  price  differences 
"between  the  grades  should  shift  and  change  in  accordance  with  supply-demand 
changes  among  the  grades.   In  a  particular  supply  situation  a  relative  increase 
in  consumer  demand  for  a  particular  grade  should  tend  to  result  in  a  relative 
increase  in  the  price  of  that  grade  not  only  at  the  retail  level  hut  at  the 
producer  level.   Accordingly,  producers  will  have  received  a  signal  from  con- 
sumers to  increase  production  of  that  particular  grade.   Alternatively,  under 
fixed  conditions  of  demand,  an  increase  in  the  supply  of  a  particular  grade 
will  tend  to  result  in  lower  prices  to  producers  and  to  consumers.   This  will 
he  a  signal  to  consumers  to  increase  consumption  of  that  grade  and  a  signal  to 
producers  to  cut  production  of  the  grade. 

Uniform  grade  standards  are  essential  to  an  efficient  system  of  market 
reporting  on  market  prices,  supplies  available,  and  factors  affecting  demand. 
For  a  product  which  varies  in  quality  over  a  wide  range,  market  prices  "become 
intelligible  and  useful  only  when  quoted  in  terms  of  specific  grades.   Accurate 
and  intelligible  market  price  reports,  in  turn,  permit  more  accurate  pricing 
of  the  product  traded.   Actually,  the  demand  for  more  accurate  market  price 
reports,  as  indicated  earlier,  was  one  of  the  principal  underlying  forces 
which  led  to  the  promulgation  of  Federal  grades  for  beef  in  1926.  16/ 

A  uniform  grade  system  provides  a  universal  language  for  buyers  and 
sellers  throughout  the  trade.   In  addition,  such  a  system,  theoretically,  tends 
to  (l)  increase  the  general  level  of  knowledge  concerning  prices  and  supply  or 
demand  conditions  of  all  persons  in  the  trade- -consumers,  trades  people,  pro- 
cessors, and  producers,  and  (2)  equalize  the  level  and  degree  of  knowledge 
between  buyers  and  sellers.   The  significance  of  these  effects  stems  from 
indications  that  a  free  market  pricing  system  functions  more  effectively  if 
both  parties  in  buying  and  selling  transactions  are  well  informed  and  more  or 
less  equally  informed  concerning  grades  and  qualities  of  the  commodity  being 
traded  than  if  they  are  ignorant  or  unequally  informed. 


15/  This  is  not  to  say  that  other  considerations  are  not  important  in 
grading.   Ideally,  the  within  grade  variation  would  be  minimized.   In  addition, 
some  authorities  would  require  the  within  grade  variation  to  be  much  less  than 
the  entire  range  of  quality  associated  with  the  product. 

16/  See  p. k. 
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Economic  Problems  in  Introducing 
Uniform  Grades  and  Standards 

In  summarizing  the  historical  development  of  Federal  grades  for  "beef  one 
researcher  stated  that  "...  they  were  developed  in  response  to  needs  of 
the  trade, "  that  "...  they  were  largely  producer  oriented, "  and  that  "... 
it  was  hoped  that  they  might  also  serve  as  consumer  guides."  He  adds,  "useful 
as  grade  standards  (for  beef)  have  been,  the  question  is  frequently  raised, 
how  well  do  they  perform  in  the  present  day  setting?"  (%   pp.  116-17).   This 
question  is  the  one  which  this  report  primarily  considers. 

The  introduction  of  uniform  grades  and  standards  usually  represents  change 
in  response  to  problems  or  inequities  in  marketing.   After  being  introduced 
they  lead  to  further  changes  but,  being  only  one  of  many  basic  forces  at  work, 
their  influence  may  tend  to  be  overrated. 

The  effects  of  change  in  a  dynamic  situation  are  rarely,  if  ever,  dis- 
tributed equally  over  all  firms  and  business  interests  in  an  industry.   Accord- 
ingly, the  stakes  or  business  interests  of  the  various  segments  of  an  industry 
in  a  specific  potential  change,  such  as  uniform  grading,  vary  widely.   Usually 
two  principal  factions  emerge --the  forces  operating  to  preserve  the  status  quo 
and  the  forces  actively  promoting  change. 

The  adoption  by  an  industry  of  an  institutional  arrangement,  such  as 
uniform  Federal  grades  for  beef,  even  on  a  voluntary  basis,  was  no  exception. 
Some  firms  seized  the  opportunity  of  using  Federal  grades  advantageously. 
These  actions,  in  turn,  required  defensive  readjustments  by  other  firms.   The 
result,  frequently,  has  been  some  conflict  of  interest.   In  addition,  the 
adoption  and  use  of  uniform  grades  for  beef  has  tended  to  change  the  ground 
rules  of  competition.   The  basic  issues  with  regard  to  grade  standards  involve 
the  question  of  whether  competition  should  take  place  on  a  price  basis  or  on 
the  basis  of  price  and  private  brand.   This  question  cannot  be  answered  com- 
pletely through  economic  analysis. 

An  additional  consideration  Is  that  a  voluntary  standardized  grading 
system  may  be  completely  or  incompletely  adopted  by  the  marketing  system,  and 
the  degree  of  use  may  vary  among  the  different  levels  of  the  marketing  system 
and  among  the  various  grades  or  qualities  of  meat  handled.   The  degree  of 
adoption  and  nature  of  use,  however,  are  determined  largely  by  decisions  made 
by  managers  and  owners  of  packing  plants,  processing  firms,  wholesaling  estab- 
lishments, and  retailing  organizations.   These  decisions,  in  turn,  have  affected 
marketing  channels,  marketing  practices,  availability  at  the  retail  level  of 
the  various  grades,  and  the  conditions  under  which  producers  as  well  as  packers 
and  wholesalers  can  sell  their  products  to  best  advantage.   More  simply, 
decisions  concerning  adoption  and  use  of  a  standardized  grading  system  may 
affect  the  ability  of  the  marketing  system  to  carry  out  its  principal  functions 
of  providing  consumers  with  the  quantities  and  qualities  of  products  they 
desire,  transmitting  desires  and  preferences  of  consumers  back  through  the 
marketing  system  to  producers,  facilitating  the  buying  and  selling  operations, 
and  assisting  producers  in  making  decisions  concerning  their  productive 
resources. 
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In  view  of  the  considerations  suggested,  the  remainder  of  this  report  is 
devoted  to  (l)  an  examination  of  the  present  conditions  of  marketing  and  dis- 
tributing beef j    (2)  findings  concerning  policies  and  attitudes  of  packers, 
wholesale  distributors,  and  retailers  regarding  the  grading  of  beef,  (3)  a 
determination  of  the  factors  affecting  decisions  made  to  adopt  particular 
grading  systems  and  to  handle  or  merchandise  particular  grades,  (k)    consider- 
ation of  whether  the  economic  objectives  sought  in  the  establishment  of  uniform 
grade  standards  actually  have  been  attained  in  the  use  of  Federal  grades  for 
beef,  (5)  a  delineation  of  the  effects  of  grading  on  marketing  practices  with 
respect  to  the  procurement  of  beef,  inplant  operations,  and  sales  or  merchan- 
dising operations,  and  (6)  findings  and  conclusions  concerning  the  effects  of 
the  Federal  grading  of  beef  on  producers,  various  segments  of  the  beef  trade, 
and  consumers. 

There  follows  a  description  of  the  organizational  structure  of  the  meat 
wholesaling  industry  which  includes  packers,  wholesalers,  and  retailers.   Next, 
national  packers,  independent  packers,  wholesale  distributors,  independent 
retailers,  and  retail  food  chains  are  dealt  with  in  separate  chapters.   This 
is  followed  by  an  evaluation  of  recent  consumer  preference  studies  for  beef. 
The  final  chapter  is  devoted  to  conclusions  and  general  implications  of  the 
study. 
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II.   CHANGES  IN  THE  ECONOMIC  ORGANIZATION  OF  THE  MEAT  WHOLESALING  INDUSTRY 

The  Federal  grading  of  beef  was  introduced  into  a  dynamic  economy  wherein 
many  forces  had  "been  at  work  to  produce  changes.   The  industry  has  been  going 
through  a  transition  from  one  type  of  organizational  structure  to  another, 
resulting  in  shifts  in  competitive  relationships  among  firms,  alterations  in 
intrafirm  economic  relationships,  and  a  host  of  other  interrelated  economic 
effects.   One  of  the  objectives  of  this  study  is  to  determine  the  role  of  the 
Federal  grading  of  beef  in  this  transitional  process.   First,  however,  it  is 
necessary  to  examine  the  structure  of  the  meat  wholesaling  industry,  to  observe 
the  changes  that  have  taken  place,  and  to  examine  the  forces  at  work.  17/ 

The  "meat  wholesaling  industry"  is  defined  in  this  report  to  include  all 
packing  plants,  packer  branch  houses,  independent  wholesale  distributors,  and 
meat  procurement  activities  of  retailers.   Actually,  this  Industry,  as  indicated 
in  the  definition,  is  composed  of  several  industries.  18/  At  the  same  time, 
it  is  only  part  of  the  Nation's  entire  livestock  and  meat  economy. 

Structural  Changes  at  the  Packer  Level 

The  meatpacking  industry  is  one  of  the  largest  industries  in  the  United 
States.   It  ranked  first  in  the  195^-  Census  of  Manufactures  among  the  food 
processing  industries  in  value  of  shipments  and  second  only  to  the  petroleum 
refining  industry  among  primary  manufacturing  industries  of  the  United  States 
(Jit,  P.  99  ff.)- 

Among  food  processing  industries  it  was  second  only  to  bakeries  in  number 
of  employees  and  in  value  added  it  was  exceeded  only  by  beverage  companies  and 
bakeries. 


Types  of  Packers 

There  are  three  principal  types  of  livestock  slaughtering  (meatpacking) 
establishments,  according  to  classifications  frequently  used  in  published 
reports.   These  are  "federally  inspected  plants,"  "other  wholesale"  establish- 
ments, and  "local"  plants.   The  "federally  inspected"  establishments  slaughter 
animals  under  inspection  conducted  by  the  Meat  Inspection  Branch  of  the  United 
States  Department  of  Agriculture.  19/  All  meatpacking  plants  shipping  meat  in 


17/  "Changes  in  industry  structure"  are  defined  as  significant  or 
important  changes  in  interfirm  economic  relationships. 

18/  Meatpacking,  for  instance,  will  be  referred  to  occasionally  as  an 
industry,  largely  for  want  of  a  better  word. 

19/  Meat  inspection  and  meat  grading  are  two  distinct  and  separate 
services  of  the  U.  S.  Department  of  Agriculture.   Meat  grading  may  take 
place  on  request  in  packing  plants  of  any  of  the  three  types,  provided  that 
the  plant  meets  certain  minimum  sanitary  conditions. 
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interstate  commerce  slaughter  under  Federal  Inspection.   The  "other  wholesale" 
estahlishments  include  those  plants  not  under  Federal  inspection  which  slaughter 
more  than  2  million  pounds  live  weight  annually.   The  "local"  group  includes 
packing  plants,  not  under  Federal  inspection,  whose  annual  slaughter  is  less 
than  2  million  pounds  live  weight  hut  more  than  300,000  pounds. 

Another  classification  of  packers  is  also  used  throughout  most  of  the 
report.   "National  packers"  include  all  slaughtering  plants  of  firms  which 
have  a  national  system  of  distribution.   All  others  are  referred  to  as  "inde- 
pendent packers . "  There  are  approximately  10  truly  national  meatpacking 
companies  and  most  plants  of  these  firms  are  federally  inspected.   Independent 
packers  may  he  federally  inspected,  or  "other  wholesale"  or  "local"  plants. 
A  higher  percentage  of  large  volume  firms  than  of  small  ones  have  qualified 
for  Federal  sanitary  inspection. 

National  and  Regional  Changes  in  Number  of  Packing  Plants 

The  typical  organizational  pattern  in  large  food  processing  and  distributing 
agencies  is  that  of  a  few  large  firms  handling  a  major  share  of  the  total  busi- 
ness with  many  small  firms  handling  the  remainder  (35,  p.  246).   In  this  sense 
the  meatpacking  industry  is  typical. 

The  number  and  volume  of  independent  wholesale  packers  increased  rapidly 
in  1940-46  as  a  result  of  wartime  demands  for  meat.   In  1950-55  the  total 
number  of  packing  plants  dropped  slightly  because  of  reductions  in  the  number 
of  small-volume  local  estahlishments  (tahle  2).   The  number  of  federally 

Table  2. --Number  of  meatpacking  plants  and  percentage  changes  by  type, 

United  States,  1950-55 


Type  of  plant 

Meatpacking 

plants 

Percentage 

1950  1/ 

: 

1955  2/ 

ULLaJLLgc  ±-jj\J  —  j  j 

Wholesale: 

Other  3/  

Number 
441 

725 

2,072 

Number 

455 

952 

1,810 

Percent 

3-2 

31.3 
-12.6 

Total  

3,238 

3,217 

-0.6 

l/  United  States  Agricultural  Marketing  Service.   Number  of  Livestock 
Slaughter  Establishments,  March  1,  1955-   U.  S.  Dept.  Agr.   June  15,  1955. 
(Processed. ) 

2/  United  States  Bureau  of  Agricultural  Economics.   Livestock  Slaughter  By 
States,  June  1950.   U.  S.  Dept.  Agr.   July  31,  1950.   (Processed.) 

3/  Includes  nonfederally  inspected  plants  slaughtering  over  2  million 
pounds  live  weight  annually. 

kf   Includes  nonfederally  inspected  plants  slaughtering  less  than  2  million 
pounds  live  weight,  but  more  than  300,000  pounds,  annually. 
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inspected  packing  plants  increased  slightly  but  the  number  of  "other  wholesale" 
packing  plants  increased  31  percent.   Many  of  the  small  local  establishments 
apparently  have  grown  greatly  in  volume  to  become  "other  wholesale"  packing 
plants. 

One-third  of  the  Nation's  packing  establishments  are  located  in  the  North 
Central  region  (table  3)'   They  include,  however,  40  percent  of  the  federally 
inspected  plants.   A  high  percentage  of  the  plants  in  the  West  also  are  feder- 
ally inspected.   Packing  plants  in  the  Northeast  and  South,  for  the  most  part, 
are  other  wholesale  or  local  plants. 


Table  3« --Percentage  distribution  of  packers  by  types  within  regions,  and 

percentage  distribution  of  packers  by  type  among  regions,  1955>  a-ncl. 

percentage  change  in  numbers  by  type  and  region,  1950-55  l/ 


Type  of  meatpackers 


Region 


Federally  : 

Other   : 

Total 

inspected  : 

wholesale  : 

Percent 

Percent 

Percent 

Percent 

13-3 

24.5 

62.2 

100.0 

17.1 

30.7 

52.2 

100.0 

7.5 

31.3 

61.2 

100.0 

22.9 

30.8 

46.3 

100.0 

14.1 

29.6 

56.3 

100.0 

20.0 

17.7 

23.6 

21.3 

:     40.0 

3^-3 

30.7 

33-1 

;     16.5 

32.9 

33.8 

31.1 

23.5 

15.1 

11.9 

14.5 

100.0 

100.0 

100.0 

100.0 

0 

46.1 

-32.5 

-18.2 

;      0 

23.9 

-16.8 

-4.4 

:     15. h 

44.2 

14.8 

22.7 

3-h 

11.6 

-9.6 

-.8 

Northeast 

North  Central  

South  

West  

United  States  . . , 

Distribution  of  packers 
among  regions: 

Northeast  

North  Central  , 

South  , 

West  

United  States  . .  , 

Percentage  change  in 
numbers,  1950-55: 

Northeast  

North  Central  , 

South  

West  , 

United  States  . . , 


3.2 


31.3 


■12.6 


1/  U.  S.  Agricultural  Marketing  Service.   Numbers  of  Livestock  Slaughter 
Establishments,  March  1,  1955.   U.  S.  Dept.  Agr.   June  15,  1955-   (Mimeo.) 
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Changes  in  numbers  of  packing  plants  among  regions  in  1950-55  are  charac- 
terized by  (l)  general  increases  in  numbers  of  all  three  types  in  the  South, 
and  (2)  decreases  in  number  of  local  plants  and  increases  in  number  of  "other 
wholesale"  plants 'in  all  remaining  regions.   In  regions  other  than  the  South, 
local  establishments  of  small  volume  have  either  been  going  out  of  business  or 
increasing  their  sales  volumes  to  become  "other  wholesale"  plants.   Despite  a 
sharp  increase  in  numbers  of  "other  wholesale"  plants  in  the  Northeast,  many 
smaller  plants  in  this  region  apparently  ceased  operations  during  1950-55 
(table  3). 

Cattle  Slaughter  and  Regional  Changes  in  Slaughter 

Although  the  federally  inspected  plants  represent  only  about  lk   percent 
of  the  total  number  of  packing  plants  in  the  United  States,  most  of  the  live- 
stock slaughtering  takes  place  in  these  establishments.   These  plants  accounted 
for  about  three-quarters  of  the  cattle  slaughtered  in  1955*   The  average  annual 
cattle  slaughter  by  federally  inspected  plants  in  1955  "was  hi, 500  head  compared 
with  an  average  of  2,4l4  for  all  other  commercial  slaughtering  establishments. 

The  production  as  well  as  the  slaughter  of  all  livestock  is  highly  con- 
centrated in  the  North  Central  region  (table  h) .      This  region  accounts  for 
about  6l  percent  of  the  total  live  weight  production  of  all  livestock  and  a 
slightly  smaller  percentage  of  the  total  slaughter.   It  is  reponsible  for 
about  half  the  live  weight  production  and  slaughter  of  cattle  and  calves. 
Nearly  one-fourth  of  the  Nation's  livestock  and  about  27  percent  of  the  cattle 
and  calves  are  produced  in  the  South  but  a  smaller  percentage  of  the  total 
slaughter  is  centered  in  this  region.   In  contrast,  the  Northeast  accounts  for 
a  higher  percentage  of  livestock  slaughter  than  of  production.   Most  of  the 
> production  in  this  region  consists  of  dairy-type  animals  and,  historically, 
slaughterers  in  the  Northeast  have  relied  upon  inshipments  from  the  Corn  Belt 
to  meet  their  requirements  for  beef -type  cattle.   In  the  West,  production  and 
slaughter  are  about  in  balance.   The  Mountain  States,  however,  are  primarily 
producers  of  feeder  livestock.   These  move  east  to  the  Corn  Belt  or  west  to 
Colorado,  Arizona,  California,  or  one  of  the  other  western  States  for  feeding 
and  slaughter. 

The  slaughter  of  cattle  in  the  Northeast,  in  terms  of  numbers,  dropped 
by  more  than  one-half  in  19^-6-56  (fig.  3)»   In  the  same  period  cattle  slaughter 
also  dropped  in  the  East  North  Central  region  as  corn  production,  livestock 
production,  and,  consequently,  slaughter  shifted  westward  to  some  extent  into 
the  West  North  Central  region  and  to  the  South  and  West.   Increases  in  percent- 
ages of  cattle  slaughtered  in  the  South  and  West  are  related  to  a  number  of 
factors  such  as  sharp  increases  in  population  and  growth  in  the  cattle  feeding 
industry  in  the  West  and  increased  production  of  cattle  in  the  South. 

Reduction  in  cattle  slaughter  and  in  numbers  of  packing  establishments  in 
the  Northeast  appears  more  significant  as  related  to  objectives  of  this  study 
when  additional  considerations  are  taken  into  account.   A  higher  (unknown) 
percentage  of  the  slaughter  in  that  region  in  1956  as  compared  with  that  in  19^-6 
and  earlier  consisted  of  cows  discarded  by  the  dairy  industry  in  that  region. 
High  percentages  of  the  beef  slaughtered  in  the  South  also  consist  of  cows  and 
lower  grade  beef. 
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Table  4. --Live  -weight  production  and  commercial  slaughter  of  cattle  and  calves 
and  all  livestock  and  percentage  distribution  of  production  and  slaughter 

among  regions,  average  1952-56  l/  ' 


Region 


Live  weight  production 


Cattle  and  calves 


Total 


Percentage 
of  total 


All  livestock 


Total 


Percentage 
of  total 


Northeast 
North  Central 

South  

West  

United 


Million 

Million 

pounds 

Percent 

pounds 

Percent 

1,097 

13,309 

7,266 

M57 

4.1 
50.2 
27.4 

18.3 

1,464 
28,858 
10,681 

5,950 

3-1 
61.4 
22.8 
12.7 

26,529 

100.0 

46,953 

100.0 

Northeast  :  2, 448 

North  Central  :  13, 328 

South  :  4,8o5 

West  :  4, 379 

United  States  :  25,020 


Commercial  slaughter  l/ 


9.8 

53.3 
19.4 

17.5 


100.0 


4,215 

25,901 

7,655 

5,839 

43,610 


9.7 
59.4 
17.5 

13  A 


100.0 


l/  Includes  all  slaughter  except  farm  slaughter. 

U.  S.  Agricultural  Marketing  Service.  Meat  Animals:   Farm  Production, 
Disposition,  and  Income,  by  States.   Crop  Reporting  Board.   U.  S.  Dept.  Agr. 
Annual  publications  for  years  1952-56. 

U.  S.  Agricultural  Marketing  Service.  Commercial  Livestock  Slaughter  and 

Meat  Production.   Crop  Reporting  Board.  U.  S.  Dept.  Agr.   Monthly  publications 
for  years  1952-1956. 


Within  regions,  the  meatpacking  industry  is  tending  to  become  more 
decentralized.   This  is  a  reversal  of  an  earlier  trend.   With  the  introduction 
of  artificial  refrigeration  about  1875  it  became  possible  to  centralize  slaughter 
in  midwestern  cities  such  as  Cincinnati,  Chicago,  and  Omaha.   Geographical 
centralization,  in  turn,  provided  opportunities  for  the  establishment  of  large 
plants  and  application  of  mass  production  methods  to  the  slaughtering  process. 
By  1940,  however,  some  tendency  toward  decentralization  was  discerned  (8,  p.  17). 
It  was  generally  recognized  within  the  industry  by  1956  that  a  marked  trend 
toward  decentralization  had  been  in  process  for  several  years.   Slaughter  volumes 
in  Chicago,  eastern  slaughtering  centers,  San  Francisco,  and  certain  other  large 
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Percentage  of  Total  Commercial  Slaughter  in  United  States 
%  OF  TOTAL  SLAUGHTER- 
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"SOUTH"  CONSISTS  OF  THE  SOUTH  ATLANTIC,  EAST  SOUTH  CENTRAL  AND  WEST  SOUTH  CENTRAL  REGIONS  AS 
DEFINED  BY  THE  BUREAU  OF  THE  CENSUS.    THE  VEST  CONSISTS  OF  THE  11  MOUNTAIN  AND  PACIFIC  STATES. 


U.S.  DEPARTMENT   OF    AGRICULTURE 


NEC  6301-58(6)      AGRICULTURAL    MARKETING    SERVICE 


Figure  3 


metropolitan  centers  had  dropped  sharply.   Livestock  slaughter  hy  independent 
packers  in  outlying  areas,  mean-while,  has  increased  even  more  sharply.  20/ 
Decentralization  resulted,  at  least  partly,  from  the  direct  buying  of  livestock 
that  "began  to  take  place  in  the  early  1920' s.   "Direct  buying"  refers  to  the 
direct  movement  of  livestock  from  the  producer  to  the  packer,  bypassing  central 
markets  such  as  Chicago.   By  1935  "the  direct  buying  of  livestock  had  begun  to 
assume  major  proportions  (3l)» 


Concentration  in  Meatpacking 

Concentration  is  less  of  a  factor  in  the  meatpacking  industry  today  than 
at  any  time  in  the  last  half  century.   For  cattle,  the  percentage  of  commercial 
slaughter  accounted  for  by  the  k   leading  firms  has  dropped  steadily  from  about 
5^-  percent  in  19 16  to  about  31  percent  in  1955>  a  decline  of  about  ^3  percent 


20/  National  packers'  interior  and  country  plants  shared  to  some  extent 
in  the  "outlying"  slaughter  increase  and  so  these  packers  did  not  lose  as  much, 
relatively,  as  the  declines  at  central  markets  imply. 
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in  relative  position  (table  5).  21/  A  downtrend  in  concentration  with  respect  to 
hogs  and  sheep  and  lambs  also  began  with  the  growth  of  small  interior  packers 
during  and  immediately  following  World  War  I.  22/  However,  the  percentages  of 
hogs  and  sheep  slaughtered  by  the  k   leading  firms  leveled  off  or  increased  again 
after  1924  until  the  late  1930 ' s.  23/  Concentration  in  slaughter  of  calves 
increased  steadily  until  about  1930. 

The  downtrend  in  concentration  reappeared  during  World  War  II  and  has  accel- 
erated.  Since  about  1935>  "the  h   leading  firms  have  accounted  for  smaller  percent- 
ages of  industry  slaughter  of  each  of  the  several  species  (table  5)- 

Table  5 • --Percentages  of  total  commercial  slaughter  accounted  for  by  the 
k   leading  meatpackers  by  species,  United  States, 
specified  years,  1916-55  1/ 


Percentages  of  total  commercial  slaughter 
accounted  for  by  k   leading  firms 


Year 


1916  2/  

1924 

1929  

1935  

19^7 

1955  

Percentage  change 

1916-55  

Percentage  change 

1935-55  


Cattle 


Percent 


Calves 


Sheep  and 
lambs 


Percent 


Percent 


Hogs 


Percent 


53.9 

32.1 

70.2 

51.2 

50.5 

4o.i 

66.4 

44.7 

49.9 

46.9 

70.7 

40.2 

46.6 

46.3 

70.5 

kl.k 

38.3 

39.6 

67.8 

4o.4 

30.8 

34.7 

58.5 

36.4 

-42.9 

8.1 

-16.7 

-28.9 

-38.3 

-25.1 

-17.0 

-12.1 

l/  Includes  the  following  4  companies  for  each  of  the  years  shown:   Swift  and 
Co.,  Armour  and  Co.,  Wilson  and  Co.,  and  Cudahy  Packing  Co. 

2/  Includes  Morris  and  Co.,  acquired  by  Armour  and  Co.,  in  1923. 

Federal  Trade  Commission,  Agricultural  Income  Inquiry,  Pt.  1:  Principal  Farm 
Products,  1937>  P-  198  and  Committee  on  the  Judiciary,  Unfair  Trade  Practices  in 
the  Meat  Industry,  hearings  before  the  Subcommittee  on.  Antitrust  and  Monopoly. 
United  States  Senate,  U.  S.  Cong.,  85th,  1st  Sess.,  May  10,  1957,  PP«  26I-65. 


21/  Throughout,  the  "4  leading  firms"  refers  to  the  4  largest  slaughterers 
of  cattle  in  1954. 

22/  "Interior  packers"  designates  packers,  usually  in  the  Corn  Belt,  with 
plants  located  at  some  distance  from  large  terminal  markets  such  as  Chicago, 
Omaha,  and  St.  Louis,  and  who  procure  most  of  their  livestock  from  producers  or 
markets  other  than  terminal  markets. 

23/  Hoffman  attributed  reductions  in  concentration  levels  following  World 
War  I  to  introduction  and  increased  use  of  the  motortruck  (8,  p.  17). 
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From  19^-7  "to  1955  the  k   leading  firms  lost  ground  rather  steadily  in 
beef  and  lambs  hut  no  marked  trends  in  hogs  and  veal  are  evident  (table  6).  2k-/ 
The  percentage  of  commercial  slaughter  accounted  for  by  each  of  the  k   leading 
firms  either  dropped  during  19^-7-55  or  remained  relatively  constant.   In  1955 
one  of  these  firms  ceased  slaughtering  at  a  number  of  locations  and  since  1955 
another  has  closed  several  slaughtering  plants.   Accordingly,  data  for  19^7-57 
would  show  more  marked  downtrends  in  the  percentages  of  commercial  slaughter 
by  the  k   leading  firms  than  is  indicated  in  table  6.   On  the  other  hand,  con- 
centration among  firms  ranking  5"th  to  10th  largest  tended  to  increase,  to  some 
extent,  during  19^7-55  but  most  of  this  reflected  increasing  emphasis  of  these 
firms  on  hogs  and  processed  meat  products  (table  6).   Increased  emphasis  on 
pork  also  is  evident  in  the  data  for  the  k   leading  firms. 

Little  of  the  downward  trend  in  concentration  in  the  meatpacking  industry 
appears  to  be  explained  by  general  increases  in  volume  of  slaughter  and  meat 
production.   Slaughter  volumes  of  each  species  varied  widely  during  certain 
years  in  the  period  1916-55*  for  which  data  are  available  on  percentages  of 
slaughter  accounted  for  by  the  k   leading  firms.   In  19^7-55  "the  slaughter  of 
beef  varied  from  a  high  in  1955  "to  a  low  in  1951-   The  share  of  the  k   leading 
firms  in  the  total  beef  slaughter,  however,  tended  downward  rather  constantly 
during  this  period. 

To  an  increasing  extent  during  19^7-55*  beef  and  lamb  were  being  sold  on 
a  Federal  grade  basis  whereas  pork  and  veal  were  not.   This,  as  will  be  noted 
again  later  in  the  report,  could  explain,  in  part,  some  of  the  relative  losses 
in  beef  and  lambs  experienced  by  the  k   leading  firms.   It  is  clear,  however, 
that  the  downtrend  in  concentration  began  long  before  Federal  grading  on  beef 
and  other  meats  became  important. 


Specialization  in  the  Meatpacking  Industry 

Prior  to  about  19^-0  few  meatpackers  of  any  type  concentrated  on  the 
slaughter  of  a  particular  species  to  the  exclusion  of  all  others.   In  the 
1930' s  and  earlier,  the  smaller  meatpacker,  slaughtering  usually  for  local 
consumption,  found  it  necessary  to  handle  a  full  line  of  fresh  red  meats. 

Meatpackers  at  present  are  tending  to  specialize  in  slaughtering  and  to 
limit  their  slaughter  to  1  or  2  species.   Less  than  one-third  of  the  Nation's 
slaughtering  plants  handled  all  3  principal  species  in  195^  (table  7)-   More 
than  20  percent  slaughtered  only  1  species  and  an  additional  50  percent 
slaughtered  2  species.  .Some  are  specializing  even  within  species  and  this  is 
of  particular  importance  in  the  slaughter  of  cattle.   Today,  many  packers 
slaughter  steers  or  heifers  only  while  others  specialize  in  cows.   Still  others 
have  scaled  their  operations  so  as  to  handle  only  the  particular  within-grade 
qualities  which  meet  the  detailed  specifications  of  retail  food  chains.   To  an 
increasing  extent,  these  meatpackers  sell  by  description  either  directly  to 
chains  or  to  large  volume  wholesale  distributors. 

24/  In  absolute  terms,  slaughter  of  cattle  and  calves  by  the  k   leading 
firms  during  this  period  remained  relatively  constant,  slaughter  of  sheep  and 
lambs  dropped  sharply  while  slaughter  of  hogs  increased. 
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Table  rJ.  --Percentage  of  packing  establishments  slaughtering  1,  2,  or  all  3 
species  by  type  of  packer  and  region,  March  1,  1955  1/ 


Type  of  packing 
plant  and  region 


1 
species 


2 
species 


All 

3 

species 


Total 


Percent 


Type  of  packer: 

Federally  inspected  . . 
Nonfederally  inspected 

Region: 

Northeast  

North  Central  

South  

West  2/  

United  States  . . . 


Percent 


Percent 


Percent 


33.6 
18.3 

3^.1 
52.5 

32.3 
29.2 

100.0 
100.0 

28.3 
28.2 

12.2 
9.6 

^3.3 
49.7 
65.6 

25.7 

28.4 
22.1 
22.2 

6k. 1 

100.0 
100.0 
100.0 
100.0 

20.6 

49.8 

29.6 

100.0 

l/  Includes  all  plants  with  an  output  of  300^000  pounds  or  more,  live  weight, 
annually. 

2/  In  the  Western  region  where  data  indicate  a  high  percentage  of  plants 
slaughtering  all  species  the  figures  are  deceptive.   Many  of  the  establishments 
in  this  region  slaughter  so  few  hogs  and  sheep  or  lambs  that  essentially,  they 
are  one  species  plants.   This  has  been  shown  to  be  true  in  the  study  of  whole- 
sale meat  distribution  in  the  San  Francisco  Bay  Area  and  is  evident  in  the  data 
of  the  Los  Angeles  study. 

Agricultural  Marketing  Service.   Number  of  Livestock  Slaughter  Establishments, 
March  1,  1955,  U.  S.  Dept.  Agr.   June  15,  1955,  P-  7-   (Mimeo. ) 


Nearly  half  the  firms  in  the  meatpacking  industry,  according  to  Census 
data,  are  specialized  to  some  extent  in  the  production  of  fresh  beef  in  the 
sense  that  fresh  beef  represents  the  largest  product  class  of  the  establishment. 
Of  these,  about  29  percent  are  specialized  to  the  extent  that  beef  comprises 
90  percent  or  more  of  their  total  shipments.   Almost  72  percent  are  specialized 
in  beef  to  the  extent  of  50  percent  or  more  of  their  total  shipments  (%    p.  6h) . 
This  is  readily  understandable  in  view  of  the  fact  that  beef  accounted  for  more 
than  half  the  total  commercial  production  of  red  meat  in  1955- 

The  independent  packer  has  tended  to  leave  the  production  of  sausage, 
variety  meats,  and  nonmeat  products  such  as  soap  to  the  national  packer  or 
to  the  local  processing  specialist.   In  1950>  meat  products  accounted  for  82 
percent  of  the  product  shipments  of  8  leading  packers  but  fresh  meats  repre- 
sented only  about  one-half.   Prepared  meats,  principally  sausage,  comprised 
nearly  30  percent  of  all  product  shipments  (_33,  table  8,  p.  26).  With  respect 
to  fresh  beef  and  the  total  of  fresh  meats,  the  independent  packers,  it  appears, 
are  more  highly  specialized  than  the  national  packers. 
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It  -would  appear  from  table  6  and  related  information  that  the  10  largest 
firms  in  the  industry  are  shifting  gradually  to  hogs  and  to  production  of 
smoked,  cured,  and  prepared  meat  products.  25/  In  addition,  it  appears 
reasonable  to  assume  on  the  basis  of  discussions  -with  leading  packers  that  a 
markedly  larger  percentage  of  the  cattle  slaughtered  by  the  10  leading  firms 
in  195^,  as  compared  with  19^7  and  earlier,  consisted  of  cows  and  grades  or 
qualities  of  beef  which  ordinarily  do  not  enter  into  fresh  meat  channels.  26/ 
In  short,  the  current  tendency  among  leading  firms  in  the  industry  is  toward 
increased  specialization  or  emphasis  upon  meat  products  which  usually  are 
processed  and  prepackaged.   These  commodities  lend  themselves  well  to  effective 
use  of  private  brands. 

Structural  Changes  Among  Wholesale  Distributors 

Wholesale  meat  distributors  may  be  broadly  classified  to  include  packers' 
branch  houses.   These  branch  houses  are  owned  and  operated,  for  the  most  part, 
by  national  packers.   They  are  nonslaughtering,  handling,  processing,  and  sales 
establishments  of  packers.   Remaining  wholesale  meat  distributors  are  referred 
to  in  this  report  as  "independent  wholesalers."  27/ 

Prior  to  World  War  I,  virtually  all  red  meat  produced  in  the  Nation  moved 
to  retailers  and  dining  establishments  either  directly  or  through  packers' 
branch  houses.   As  late  as  1929,  packers'  branches  handled  almost  half  of 
total  sales  by  all  packers.  28/  However,  sharply  curtailed  branch  house  oper- 
ations together  with  marked  growth  in  the  number  and  business  volumes  of  inde- 
pendent meat  wholesalers  represent  two  of  the  most  striking  of  the  structural 
changes  in  the  wholesale  meat  industry  since  1929 •   The  number  of  independent 
wholesalers  almost  doubled  between  1929  and  195^-   Business  volumes  of  these 
firms,  as  measured  by  sales  adjusted  for  changes  in  average  wholesale  prices 
of  meat,  rose  11^  percent  in  1929-5^-  and  more  than  doubled  during  1939-5^- 
(table  8).   After  19^-8,  price-adjusted  sales  of  independent  wholesalers  rose 
several  times  faster  than  meat  production  in  the  United  States  which  means  that 
these  wholesalers  have  been  handling  a  sharply  increasing  percentage  of  the 
meat  produced  from  slaughter  in  the  Nation. 

The  number  of  packinghouse  branches,  in  contrast  with  independent  whole- 
salers, fell  i+3  percent  in  1929-5^-  and  their  sales  dropped  28  percent  in  the 
same  period  (table  8).   However,  in  the  last  6  years  of  this  period,  19^-8-5^-, 
aggregate  business  volumes  of  packinghouse  branches  increased  somewhat  in 
proportion  with  the  growth  in  volume  of  total  meat  production. 

25/  Little  pork  in  comparison  with  beef,  veal,  or  lamb  enters  distribution 
channels  in  carcass  form  and  a  high  percentage  of  it  is  smoked,  cured,  or  other- 
wise processed  by  the  packer. 

26/  This  would  tend  to  emphasize  for  fresh  beef  the  extent  of  reductions 
in  percentages  of  total  slaughter  accounted  for  by  the  k   largest  firms. 

27/  There  are  several  distinct  types  of  independent  wholesalers.  See 
pp.  2B-29. 

28/  As  determined  from  1929  Census  of  Business  dollar  sales  data.   Sales 
of  packer  branch  houses,  as  reported  by  the  Census  of  Business  on  wholesale 
trade,  do  not  include  sales  made  at  slaughtering  or  combination  slaughtering 
and  processing  plants  of  the  parent  companies. 

493114  0-59-3 
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Table  8. --Packer  "branch  houses  and  independent  wholesalers:   Number  of 
establishments,  sales,  and  meat  production  with  percentage  changes, 
specified  years,  United  States,  1929-54 


Packer 
hou£ 

branch 

Wholesalers 

Packer 
houses 

branch 

3  and 

Years 

>es 

wholesalers 

Meat 
produc- 

Estab- 

Estab- 

Estab- 

tion 

lish- 

Sales 1/ 

lish- 

Sales 1/ 

lish- 

Sales 1/ 

ment 

ment 

ment 

1,000 

1,000 

1,000 

Million 

Number 

dollars 

Number 

dollars 

Number 

dollars 

pounds 

Year 

1929  .... 
1939  .... 
1948  .... 
1954  .... 

1,157 
940 
756 
664 

3,727,157 
2,893,398 
2,331,542 
2,697,483 

2,225 
2,552 
3,200 

4,357 

1,337,164 
1,378,231 
1, 64o, 718 

2,866,193 

3,382 
3,492 
3,956 
5,021 

5,064,322 
4,271,629 
3,972,260 
5,563,676 

16,147 
17,534 
21, 300 
25,333 

Percentage  changes 

Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

Time  period 

-18.8 

-22.4 

14.7 

3.1 

3-3 

-15.7 

1929-39  • 

8.6 

1939-48  . 
1948-54  . 
1939-54  . 
1929-54  . 

-19.6 
-12.2 
-29.4 
-42.6 

-19.4 

15.7 

-6.8 

-27.6 

25.4 
36.2 

70.7 
95-8 

19.0 

74.7 
108.0 

114.3 

13.3 
26.9 
43.8 
48.5 

-7.0 

40.1 

30.2 

9-9 

21-5 
18.9 
44.5 
56.9 

l/  All  sales  reflect  1954  price  levels  since  they  were  adjusted  by  the  BLS  index 
of  wholesale  prices  of  meat  and  meat  products,  1947-49  =  100,  adjusted  such  that 
1954  =  100. 

Preliminary  Trade  Report,  1954  Census  of  Business,  Wholesale  Trade,  Series 
PW_3_36,  October  1956.   U.  S.  Bureau  of  the  Census. 


The  combined  price-adjusted  sales  of  packinghouse  branches  and  wholesalers 
dropped  after  1929  until  after  World  War  II,  when  increases  in  sales  by  wholesalers 
were  being  more  than  offset  by  reduced  sales  by  branch  houses.   Meanwhile,  meat 
production  in  1929-48  increased  greatly  and  this,  in  combination  with  evidence  of 
reductions  in  combined  sales  by  branch  houses  and  wholesalers,  indicated  that 
direct  sales  by  packers  to  retailing  outlets  were  increasing  relatively  (table  8). 
The  growth  of  retail  food  chains,  during  this  period,  undoubtedly  contributed  to 
this  relative  increase  in  the  direct  flow  of  meat. 
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A  continued  relative  increase  in  the  direct  flow  of  meat  might  have  been 
expected.   During  19^-8-5^,  however,  a  19  percent  increase  in  total  meat  pro- 
duction compares  with  a  kO   percent  increase  in  combined  sales  of  branch  houses 
and  wholesalers  (table  8).   This  is  evidence  that  in  this  more  recent  period 
indirect  sales  have  increased  relatively  and  that  at  least  a  temporary  reversal 
has  taken  place  in  the  trend  toward  direct  selling  by  packers.   Direct  sales, 
nevertheless,  have  retained  a  dominant  position  among  wholesale  channels  of 
meat  distribution.   Compared  with  pre-World  War  II  years  direct  sales  have 
decreased  relatively  in  importance  (table  8). 

Regional  Changes  in  Structure  Among  Wholesale  Distributors 

Numbers  and  business  activities  of  both  wholesalers  and  packinghouse 
branches  are  highly  concentrated  in  the  densely  populated  northeastern  region. 
About  hi   percent  of  the  195^-  sales  of  all  packinghouse  branches  and  ^7  percent 
of  the  195^-  sales  of  independent  wholesalers  were  made  by  firms  located  in  the 
Northeast,  which  accounts  for  only  9  percent  of  the  commercial  slaughter  of 
livestock  but  for  2.6   percent  of  the  Nation's  population  and  27  percent  of  all 
meat  consumed  at  home  (12,  p.  66). 

The  national  pattern  of  change  among  independent  wholesalers  and  branch 
houses  extends,  with  modifications,  throughout  the  k   principal  regions  of  the 
United  States  (table  9)-   Numbers  of  packer  branch  houses  dropped  in  1939-5^-' 
in  each  of  the  k   principal  regions  of  the  United  States  whereas  numbers  of 
independent  wholesalers  increased  substantially  in  each  region.  Wholesale 
meat  distributors,  however,  are  less  heavily  concentrated  in  the  Northeast  now 
than  formerly.   Numbers  of  branch  houses  dropped  more,  relatively,  in  the  North- 
east than  in  other  regions  and  numbers  of  independent  wholesalers  increased  less 
in  this  region  than  in  others. 

Business  volumes  of  branch  houses  dropped  in  the  North  Central  and  North- 
eastern regions  between  1939  and  195^-,  but  they  increased  rather  markedly  in 
the  South  and  West.   The  increase  in  sales  by  branch  houses  in  the  West,  how- 
ever, is  accounted  for  largely  by  increased  shipments  of  pork  to  a  fast  growing 
area.  29/  The  South  and  West  also  accounted  for  the  greatest  percentage  in- 
creases in  sales  of  independent  wholesalers,  but  even  in  these  regions  sales 
increases  were  much  greater  for  independent  wholesalers  than  for  packer  branches 
(table  9). 

Specialization  Among  Nonslaughtering  Wholesale  Distributors 

Branch  houses  sell  mainly,  and  in  some  cases  almost  exclusively,  to  inde- 
pendent retailers.   As  indicated  earlier,  branch  houses  in  some  areas,  the  West 
particularly,  tend  to  specialize  heavily  in  the  processing  and  sale  of  pork 
and  of  prepackaged  branded  items. 


29/  Fresh  and  smoked  or  cured  pork  in  addition  to  other  processed  or  pre- 
pared meats  accounted  for  80  percent  of  the  sales  volume  of  packer  branch  houses 
in  the  San  Francisco  Bay  Area  in  1955   (36, p.  12).  Data  for  the  Los  Angeles 
area  reveals  a  similar  pattern. 
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Table  9- --Packer  "branch  houses  and  independent  wholesalers:   Sales  adjusted 
for  price  changes,  and  percentage  changes  in  sales  by  regions 


Sales  adjusted  for  prices  1/ 


Wholesale  distributor 
and  region 


1954 


Percentage  change 


1939_ii8     1948-54 


1939-54 


1,000 
dollars 


Percent 


Percent 


Percent 


Packinghouse  branches:      : 

Northeast  :  1, 098, 209     -29-9 

North  Central  :  500,989     -23.0 

South  :  87V  527      -4.4 

West  :    223,758 12.2 

United  States  :  2,697,483     -19.5 

Independent  wholesalers :     : 

Northeast  :  1, 359, 289     23 . 9 

North  Central  :  690,356       6.3 

South  :  425,127      33-0 

West  ;    391,421 24.2 

United  States  :  2,866,193      20.3 


Total  branch  houses  and     : 
"wholesalers :  : 

Northeast  :  2, 457, 498 

North  Central :  1, 191, 345 

South  :  1, 299, 65I4- 

West  :  615 j  179 

United  States  :  5,563,676 


14.8 
9-2 

25.1 

22.1 

17.4 


54.0 
82.4 

119.1 

92.5 
72.8 


-19.6 

-15.9 
19.6 
37-0 


■5-5 


90.8 

93.9 

191.3 

139.1 

108.0 


-11.5 

33-6 

18.3 

-12.0 

42.3 

25.2 

1.8 

45.5 

48.1 

18.2 

59-1 

88.1 

-6.6 

40.6 

31.4 

l/  All  sales  adjusted  prior  to  calculation  of  percentages  by  the  Index  of 
Wholesale  Meat  Prices  to  reflect  1954  levels  of  price. 

U.  S.  Bureau  of  the  Census,  Preliminary  Trade  Report,  1954  Census  of 
Business,  Wholesale  Trade,  Series  PW-3-36,  October  1956. 

Independent  wholesalers,  on  the  other  hand,  differ  greatly  in  functions 
performed,  services  rendered,  species  handled,  size,  and  other  characteristics. 
Some  have  specialized  in  various  activities,  and,  thus,  can  be  characterized 
by  names  indicating  their  major  line  of  activity.   The  following  are  among 
types  which  have  developed:   (l)  "Jobbers,"  "hotel  and  restaurant  supply  houses," 
or  "purveyors"  specialize,  as  implied,  in  the  distribution  of  meat  to  eating  or 
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dining  establishments.  30/  (2)  "Wholesalers"  and  "breakers "  have  increased 
rapidly  in  number  and  volume  since  19^-0.   These  are  relatively  large  volume 
firms  conforming  more  closely  than  the  jobber  to  the  definition  of  wholesaler 
as  used  in  other  food  product  industries.   A  few  wholesalers  concentrate  on 
the  distribution  of  dressed  calves  or  pork  but  most  of  them  specialize  in  the 
purchase  of  beef  carcasses  from  packers  and  the  sale  of  wholesale  beef  cuts. 
Consequently,  they  are  often  referred  to  as  "beef  breakers"  or  "breakers."  31/ 
(3)  "Boners"  are  principally  engaged  in  removing  bones  and  sinew  from  beef 
carcasses  and  in  selling  the  meat  to  processing  plants  and  retailers.  (k) 
"Frozen  meat  handlers"  specialize  in  chip  steaks,  veal  patties,  quick  frozen 
cuts  or  other  frozen  meat  products.   In  addition,  there  are  highly  specialized 
local  nonslaughtering  meat  processors,  typified  by  the  sausage  factory,  who  are 
not  classified  by  the  Bureau  of  the  Census  as  wholesalers  but  who  constitute 
an  important  part  of  the  meat  industry. 

Many  breakers  and  boners  came  into  existence  during  World  War  II,  but 
jobbers  also  grew  in  number  and  volume  during  this  period.   In  1955  breakers 
were  to  be  found  in  principal  cities  throughout  the  United  States  and  their 
sales  indicated  that  independent  retailers,  jobbers,  and  retail  chains  were 
about  equally  important  to  them  as  customers.  32/  The  extent  of  purchases  by 
retail  chains  from  independent  wholesalers  explains,  in  part,  their  coincident 
growth.  33/ 


Structural  Changes  at  the  Retail  Level 

Dramatic  changes  have  taken  place  in  retailing  of  food  products  during 
the  past  quarter  century.   During  the  1920' s  most  food  retailing  was  done  by 
relatively  small  independent  stores.   In  contrast,  less  than  20  percent  of  the 
food  product  sales  in  1957  "were  made  by  independent,  unaffiliated  retailers.  3^/ 
Repercussions  have  taken  many  forms  and  have  been  felt  throughout  the  product- 
ion and  marketing  system. 

The  relevance  of  these  changes  in  the  present  context  stems  from  indications 
that  (l)  meat  sales  represent  an  average  of  about  25  percent  of  retail  store 
sales,  35/  (2)  consumer  attitudes  concerning  the  meat  handled  by  a  retailer 


30/  The  term  "jobber"  rather  than  one  of  the  alternatives  was  adopted  for 
use  in  this  report. 

31/  To  avoid  confusion  in  terminology  "breaker"  is  used  in  this  report. 
Independent  wholesalers,  then,  include  jobbers,  breakers,  and  boners. 

32/  See  table  25,  p. 86. 

33/  In  addition,  sales  of  breakers  to  jobbers  indicate  some  double  counting 
in  Census  data  on  sales  of  independent  wholesalers.   Adjustments  in  the  data 
presented  in  table  8  for  estimates  of  double  counting,  however,  do  not  sub- 
stantially change  the  results  and  do  not  invalidate  any  of  the  statements  made. 

3kJ   See  p. 32. 

35/  Logan,  John  A.   Cooperation  of  Meat  Team  Sells  Beef.   Address  at 
6lst  Annual  Meeting  of  American  Cattleman's  Association,  Oklahoma  City,  Okla. 
April  l6,  1958,  p.  h.      For  supermarkets  this  figure  probably  is  nearer  20 
percent. 
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greatly  affect  the  retailers1  sales  of  nonmeat  products,  36/  and  (3)  "beef  is 
the  backbone  of  the  retail  meat  business.   Reporting  in  a  survey,  52  food 
chain  companies  said  that  on  the  average  29  percent  of  their  advertising 
dollars  -was  spent  on  meat  and  that  15  percent  of  this  was  spent  on  beef.  37/ 
Furthermore,  growth  in  use  of  Federal  grades  on  beef  seems  to  have  resulted 
largely  from  increased  emphasis  on  uniformity  and  specification  buying  on  the 
part  of  large  retailing  organizations. 

Number  of  Grocery  Stores 

The  number  of  grocery  stores  in  the  Nation  according  to  Census  data  de- 
creased from  350,754  in  I9J+8  to  279,^+0  in  195^,  or  more  than  one-fifth.   The 
reductions  were  larger  relatively  among  single-unit  stores  and  among  stores 
having  11  or  more  units  (table  10).   According  to  trade  estimates,  the  number 
of  grocery  stores  continued  to  decrease  in  1955  and  1956,  and  further  reductions, 
particularly  in  numbers  of  small  stores,  are  expected.  38/ 

Replacement  of  smaller  stores  with  larger  ones  has  accounted  for  much  of 
the  reduction  in  numbers.   As  early  as  the  late  1930' s,  some  chains  began 
replacing  small  stores  with  fewer  large  ones.   Between  1939  and  19^-8,  establish- 
ments of  firms  with  h   or  more  stores  decreased  by  about  two-fifths.   This 
reduction  was  only  partly  offset  by  an  increase  in  number  of  independent  stores, 
so  that  the  total  of  all  grocery  stores  decreased  by  about  2  percent  between 
1939  and  1948.   Reductions  in  numbers  of  small  stores  since  19^-8  have  been  more 
important.   In  195^-  about  91  percent  of  the  grocery  stores  were  single  units. 

According  to  one  source,  there  were  Q^k   retail  grocery  firms  in  the  United 
States  with  k   or  more  outlets  in  January  1956  (l6).   The  195^  Census  of  Business 
reports  19,076  individual  stores  among  firms  operating  K   or  more  stores  in  195^- • 
However,  more  than  two-thirds  of  these,  12,304,  belonged  to  firms  with  101  or 
more  stores  (32) .   The  3  largest  chains  accounted  for  kO   percent  of  the  total 
and  the  6  largest  operated  more  than  half  of  these  19,076  stores  (29) . 

Sales  of  Grocery  Stores 

Sales  of  all  grocery  stores,  adjusted  for  changes  in  retail  food  prices, 
increased  about  29  percent  in  19^-8-5^-,  but  percentage  increases  in  sales  were 
much  greater  for  all  classes  of  multiunit  shares  than  for  single  units.   The 
relative  gain  was  largest  for  stores  in  the  2  or  3  units  group.   Sales  of 
single  units  dropped  from  59  percent  of  the  total  in  19^-8,  to  about  52  percent 
in  195^--   Increases  in  sales  per  store  also  were  much  greater  among  multiunits 
(table  10). 

36/  In  one  study  kk.l   percent  of  the  consumers  that  were  interviewed 
mentioned  "like  meats"  among  the  reasons  they  gave  for  buying  most  of  their 
groceries  at  specific  stores  (7>  V-    h2) . 

yj/   See  footnote  35. 

38/  Much  of  the  material  in  this  introductory  section  is  from  reference 

15,   pp.  35-^0. 
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Table  10. --Retail  grocery  stores:   Number  and  sales,  "by  type  of  firm, 

United  States,  1954  and  1948 


Type  of  firm 

Stores 

I      1954 

;    1948    ; 

Change 

Single  units  

2  or  3  units  

4  or  10  units  

11  or  more  units  

:     Number 

254,805 

5,559 

2,171 

16,905 

Number 

1/319,878 

5,829 

2,497 

22,550 

Percent 

-20.3 
-4.6 

-13.1 
-25.0 

Total  

279,440 

1/350,754 

-20.3 

Total  sales 

1954 

;    1948  2/    ; 

Change 

Single  units  

2  or  3  units  

4  or  10  units  

11  or  more  units  

1,000  dollars 

17,838,328 
1,663,876 
1,365,760 

13,552,800 

1,000  dollars 

1/15,696,645 

972,734 

850,916 

9,228,992 

Percent 

13-6 

71.1 
60.5 

46.9 

Total  

34,420,764 

1/26,749,288 

28.7 

Sales  per  store 

1954 

;     1948    ; 

Change 

Single  units 

2  or  3  units  

4  or  10  units  

11  or  more  units  

Dollars 

70, 008 
299,312 
629,093 

801, 704 

Dollars 

49,071 
166,878 

340,775 
409,268 

Percent 

42.7 
79-4 
84.6 
95-9 

Total  

123.17a 

76, 262 

61.5 

l/  These  are  estimates  arrived  at  by  adjusting  data  as  reported  by  the 
U.  S.  Bureau  of  the  Census  for  noncomparability  between  the  2  census  years. 
2/  Adjusted  by  the  retail  price  index  for  all  foods  to  reflect  1954  prices, 


Compiled  from  Retail  Trade,  Census  of  Business,  (32). 
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More  than  four-fifths  of  the  single-unit  stores  in  195*+  "were  small,  with 
sales  of  less  than  $100,000.   In  contrast,  more  than  90  percent  of  those  in 
the  11-or-more-units  group  -were  medium  size  and  large,  with  sales  of  $100,000 
or  more.   Sales  of  the  small  stores,  including  both  chain  and  independent, 
represented  about  22  percent  of  the  total  grocery  store  sales  in  195*+  compared 
with  37  percent  in  19*4-8  (25,  p.  39)*   This  means  that  sales  of  the  large  stores 
increased  at  a  faster  rate  during  19*+8-5*+  than  those  of  the  small  stores. 

The  12  largest  chain  retail  fooa^eompanies  each  had  sales  of  more  than 
100  million  dollars  in  195*+ •   In  the  aggregate  their  sales  accounted  for  30 
percent  of  the  total  sales  made  by  grocery  stores  as  shown  by  the  Census  of 
Business  in  195*+ >  as  compared  with  27  percent  in  19*+8.   The  three  largest 
firms,  each  with  sales  exceeding  1  billion  dollars  in  195*+>  accounted  for  22 
percent  of  the  195*+  total  by  all  grocery  stores.  (lj_,  18,  ) . 

Sales  of  chains  with  k   or  more  stores,  despite  large  increases  in  terms 
of  dollars,  decreased  from  about  35  percent  of  the  total  in  19*+1  to  a  low 
point  of  29  percent  in  19*+5-   Thereafter,  however,  the  percentage  increased 
steadily  to  about  kO   percent  in  1956.  39/ 

Supermarket  Sales 

Relative  increases  in  sales  of  supermarkets  are  considerably  greater  than 
relative  increases  in  sales  by  chains.   Supermarket  sales  increased  from  *4-3 
percent  to  62  percent  of  food  store  sales  in  1952-56  and  they  appear  to  be 
assured  of  an  even  larger  share  in  the  years  ahead  (29,  p.  13). 

Supermarkets  first  attracted  customers  by  selling  at  lower  prices.   To 
do  this  they  adopted  self  services,  eliminated  credit  and  delivery,  and  sought 
to  reduce  operating  costs  wherever  possible.   Furthermore,  they  probably 
obtained  economies  of  scale  which  helped  them  cut  prices.   But  changes  in 
consumer  preferences  and  habits  had  much  to  do  with  the  growing  popularity 
of  supermarkets.   Once-a-week  shopping  by  auto  became  common.   Consumers  who 
shopped  this  way  preferred  the  supermarkets  where  they  could  make  all  their 
purchases  at  one  stop.   Supermarkets  were  particularly  well  adapted  to  the 
rapidly  spreading  suburban  areas,  where  most  of  the  people  owned  automobiles 
(25,  p.  ko). 

Sales  of  the  Voluntary  and  Cooperative  Groups 

Another  striking  development  is  the  relative  growth  in  sales  by  grocery 
stores  affiliated  with  voluntary  and  cooperative  groups.   Estimates  for  1956 
credit  these  voluntary  and  cooperative  stores  with  kh   percent  of  total  retail 
grocery  sales  in  1956.   In  comparison,  sales  of  chains  with  11  or  more  stores 
represented  37  percent,  while  the  remainder,  19  percent,  was  accounted  for  by 
unaffiliated  independent  stores.   Sales  of  the  voluntary  and  cooperative  groups 
increased  to  the  4*4-  percent  figure  from  29  percent  in  19*+7  (29,  p.  11  and  17). 

39/  Based  on  estimates  derived  from  Department  of  Commerce  data. 
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Until  recently,  perishable  food  products  such  as  fruits,  vegetables, 
meats,  and  dairy  products  were  not  purchased  centrally  and  in  volume  to  any 
extent  by  the  voluntary  groups.   At  present,  however,  several  of  the  larger 
companies  are  moving  rapidly  into  central  buying  programs  on  these  perishables, 
In  these  programs  most  begin  with  meat.   One  of  the  voluntary  groups  purchased 
as  much  beef  centrally  and  in  volume  for  affiliated  retailers  in  1957  as  some 
of  the  larger  corporate  chains  (6,  1^) . 

These  developments  presage  additional  structural  and  competitive  changes 
in  the  meat  wholesaling  industry.   The  voluntary  group  movement  may  prove  to 
be  one  of  the  most  significant  of  the  organizational  developments  affecting 
the  meat  industry  at  present  and  in  the  years  ahead. 

Some  Interrelationships  Among  Structural  Changes 

Many  of  the  relevant  implications  of  changes  described  cannot  be  made 
clear  until  after  presentation  of  analyses  on  beef  grading  policies  and 
practices  in  the  various  segments  of  the  industry.   It  appears  at  this  point, 
nevertheless,  that  growth  in  the  Federal  grading  of  beef,  and  organizational 
changes  at  the  packer  and  wholesaler  levels  are  closely  related  to  structural 
changes  at  the  retail  level.   The  emergence  of  the  retail  food  chain,  the 
shift  to  supermarkets,  and  the  rapidly  growing  importance  of  the  voluntary 
groups  have  served  to  materially  alter  competitive  relationships  within  the 
industry.   For  instance,  reductions  in  number  of  independent  retailers  and 
more  direct  buying  by  large  volume  retailers  has  a  direct  bearing  on  the 
declining  importance  of  the  packer  branch  house.   National  packers  were 
affected  further  by  the  growing  flexibility  of  retailers  in  buying  and  im- 
provements in  their  bargaining  position.   Reasons  for  growth  in  number  and 
volume  of  independent  meat  wholesalers  are  not  entirely  clear  at  this  point. 

Structural  changes  at  the  retail  level  were  accompanied  by  changes  in 
procurement  and  merchandising  practices  and  in  the  types  of  food  product 
desired.   Self  service  in  retail  stores,  for  instance,  grew  as  supermarkets 
increased  in  importance,  and  accentuated  the  need  for  uniform  quality  in  beef 
and  other  meats.  k-O/     This  need  was  increased  also  by  the  impersonal  nature 
of  the  supermarket  and  the  resulting  trend  toward  money-back  guarantees  of 
satisfaction.   Emphasis  on  uniformity  led,  in  turn,  to  specification  buying 
and  to  consideration  of  Federal  grades  on  beef. 


kOj   See  footnote  35  p.  29. 
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III.   POLICIES  AND  PRACTICES  OF  NATIONAL  PACKERS  ON  GRADING 

The  combined  beef  production  of  6  national  packers,  interviewed  during 
this  study,  was  estimated  at  4.5  billion  pounds  in  1955*   Together  these 
firms  handled  32  percent  of  the  beef  produced  in  the  Nation  during  1955* 
This  volume  was  produced  by  93  slaughtering  plants,  each  of  which  handled  an 
average  of  48  million  pounds  as  compared  with  an  estimated  average  volume  of 
26  million  pounds  for  the  independent  packers  interviewed,  4l/ 

All  6  national  packers  had  well-established  packer  brands  clearly  carrying 
national  recognition.   They  also  had  well-established  national  distributing 
systems.   In  addition  to  sales  made  directly  through  slaughtering  plant  sales 
offices,  these  packers  made  use  of  regional  sales  offices,  wholesale  (non- 
slaughtering)  branch  processing  and  sales  houses,  and  car  and  truck  selling 
routes.   As  measured  by  the  ratio  of  the  number  of  packer  branch  houses  to  the 
number  of  slaughtering  plants,  branch  house  operations  were  of  greater  impor- 
tance to  the  larger  firms  than  to  the  smaller  companies  in  the  sample.   The 
largest  volume  producers  operated  about  7  wholesale  branch  houses  per  slaughter- 
ing plant  while  the  smaller  producers  in  the  group  had  less  than  2  branch  houses 
per  slaughtering  plant. 

Inasmuch  as  the  study  related  primarily  to  the  use  of  grades  and  brands, 
it  was  desirable  to  concentrate  the  discussions  as  much  as  possible  on  beef 
which  might  in  the  ordinary  course  of  distribution  be  sold  with  a  Federal 
grade  stamp  or  a  packer  brand.   Typically,  beef  destined  for  processing  into 
products  such  as  sausage  or  canned  meats  is  not  federally  graded  or  packer 
branded  and  was  excluded  by  restricting  discussions  to  "block  beef" .   Block 
beef  is  beef  which  passes  over  the  butcher's  block  and  is  sold  over  the  counter 
in  retail  stores.   Beef  for  grinding  was  segregated  from  the  recorded  amounts 
of  block  beef  whenever  this  was  possible,  but  undoubtedly  some  of  this  sort  of 
beef  is  included  in  the  totals  stated  to  be  block  beef. 


41/  Individual  volumes,  however,  varied  considerably  among  the  93 
slaughtering  establishments.   In  addition,  grading  and  private  branding 
practices  differed  among  these  plants  largely  because  of  varying  supply  and 
demand  factors.   These  variations,  plus  the  fact  that  the  full  details  on 
a  company-wide  basis  were  not  part  of  regularly  tabulated  summaries,  required 
that  respondents  be  asked  to  relate  numerical  data  to  a  specific  plant  in 
their  organization.   Selection  of  the  specific  plant  for  inclusion  in  the 
sample  was  made  by  the  packer  who  was  asked  by  the  interviewers  to  consider 
particular  criteria.   One  respondent  reported  detailed  data  on  all  plants,  but 
this  information  did  not  depart  from  the  general  pattern  and  hence  did  not  require 
separate  analysis.   The  remaining  5  respondents  gave  detailed  information  on 
a  single  plant.   Actually  then,  the  information  collected  on  national  packers 
was  of  2  types:   Quantitative  data  concerning  specific  plant  operation  and 
qualitative  data  relating  to  general  policies  and  practices. 
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General  Policies  and  Practices  of  National  Packers  on  Grading 

"General  policies"  in  this  study  refer  to  the  generalized  objectives  of 
a  firm  in  grading  as  determined  from  some  established  practices  and  attitudes 
on  grading.   Practices  referred  to  include  extent  to  which  Federal  grades  and 
packer  grades  are  used  and  the  grade  classification  and  type  of  the  "beef  graded. 

Type  of  Grading  and  Quality  Levels  at  Specific  Plants 

Block  beef  at  the  specific  plants  covered  by  respondents  ranged  from  65 
to  90  percent  of  total  cattle  slaughter.   The  percentages  of  block  beef  sales 
that  were  federally  graded,  packer  branded,  both  federally  graded  and  packer 
branded,  and  ungraded  differed  considerably  among  plants  for  which  data  were 
collected,  k-2./     Among  the  specific  plants  referred  to  by  respondents,  about 
k-9   percent  of  block  beef  sales  carried  the  packer's  brand.   Another  25  percent 
was  designated  only  with  a  Federal  grade.   About  6  percent  carried  a  U.  S. 
grade  stamp  as  well  as  a  packer  brand  and  the  remaining  20  percent  was  sold 
without  an  identifying  grade  mark,  jj-3/ 

The  quality  levels  of  beef  slaughtered  at  the  specific  plants,  estimated 
in  terms  of  Federal  grade's,  irrespective  of  whether  or  not  the  beef  was  so 
rolled,  spanned  the  entire  grade  range  (table  11 ) .  kh/     The  simple  average  and 
fairly  typical  pattern  for  the  plants  included  was  Prime,  k   percent;  Choice, 
28  percent;  Good,  3^+  percent;  Commercial,  15  percent;  and  other,  19  percent. 

Grading  Policy,  Origin  of  Policy,  and  Justification 

The  general  policy  and  the  practice  of  each  of  6  national  packers  was  to 
sell  and  to  promote  the  sale  of  beef  under  their  packer  brands  whenever  possible, 

k2/   Packer  branded  beef  sales  ranged  among  the  plants  from  19  to  80  per- 
cent of  total  block  beef  sales,  U.  S.  graded  sales  ranged  from  13  to  lj-0  percent 
of  total,  sales  of  beef  carrying  both  packer  and  U.  S.  grade  stamps  ranged  from 
0  to  25  percent,  and  sales  of  beef  not  designated  by  grade  or  brand  varied  from 
5  to  51  percent  of  total. 

43/  This  does  not  mean  that  the  20  percent  was  "ungraded."  The  policy  in 
most  of  these  plants  was  to  packer  grade  all  beef.   In  one  plant  all  block  beef 
carcasses  were  federally  graded.   But  the  decision  to  grade  does  not  imply  a 
decision  to  sell  by  grade,  that  is,  to  identify  carcasses  by  grade  or  brand. 

kh/  When  beef  is  graded  by  a  Federal  grader,  it  may  be  grade  designated 
tentatively  at  several  points  with  a  stamp  mounted  on  a  small  block.   This 
process  is  called  "block  stamping."  When  the  decision  is  made  to  sell  the 
carcass  federally  graded,  grade  designating  stamps  mounted  on  a  small  wheel 
are  used  to  "roll"  the  grade  on  the  carcass  in  indelible  ink  in  a  ribbon  down 
the  whole  length  of  each  side  of  the  carcass  and  down  each  quarter.   Thus,  the 
term  "rolled"  with  a  Federal  grade  implies  a  final  decision  by  the  packer  as 
well  as  the  official  grader. 
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Table  11. --National  packers:   Percentage  of  clock  beef  by  grade 
and  respondent  in  certain  plants,  1955 


Respondent 


Federal  grade  equivalent  of  block  beef  handled 


Prime 


Choice 


Good 


Com- 
mercial 


Other 


Total 


Percent 

Percent 

Percent 

Percent 

Percent 

Percent 

A 

2 

35 

30 

10 

23 

100 

B  

7 

32 

33 

12 

16 

100 

C  

5 

25 

4o 

15 

15 

100 

D 

5 

30 

4o 

20 

5 

100 

E  

2 

29 

4o 

15 

14 

100 

F 

1 

18 

20 

18 

^3 

100 

Simple  average 

4 

28 

34 

15 

19 

100 

and  to  sell  beef  identified  according  to  the  Federal  grades  only  on  request  of 
customers.   They  preferred  to  sell  it  with  no  identifying  grade  designation 
rather  than  to  have  it  rolled  with  an  official  grade  and  sold  as  a  federally 
graded  product. 

Three  respondents  indicated  that  they  would  not  actively  -work  for  the 
elimination  of  Federal  grading  on  beef  so  long  as  it  remained  voluntary.   All 
packers  in  the  sample,  however,  if  given  a  choice,  "would  have  preferred  to 
operate  under  a  system  which  did  not  include  Federal  grades.   This  was  to  be 
expected  in  view  of  the  expenditures  made  to  promote  brand  names  and  build 
customer  loyalty. 

The  packers'  reasons  for  adopting  particular  policies  on  grading  of  beef 
are  classified  into  several  groups  as  follows: 

1.  Sale  by  private  brand,  the  packers  pointed  out,  is  the  established 
way  of  doing  business  in  a  private  business  economy.   They  pointed  to  sale  of 
appliances,  automobiles,  and  many  agricultural  commodities  by  private  brands. 
Sale  on  the  basis  of  Government  grades,  it  was  stated,  interferes  with  and 
actually  has  reduced  the  sale  of  beef  by  packer  brands. 

2.  Several  believed  that  Federal  grading  actually  set  the  price  on 
individual  carcasses  in  the  cooler. 


3.   Sale  of  beef  by  Federal  grades,  according  to  a  number  of  the  packers, 
restricts  the  legitimate  merchandising  opportunities  of  the  packer.   At  one 
time  the  packers  could  haggle  and  bargain  concerning  the  quality  of  a  carcass 
and  for  the  highest  price  obtainable.   In  selling  on  an  official  grade  basis, 
the  packers  stated,  this  is  no  longer  possible.   Instead,  all  beef  of  any 
particular  grade  and  weight,  they  stated,  moves  at  the  same  price. 
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k.      Discussion  by  packers  of  retail  food  chains  and  procurement  practices 
of  these  chains  was  inextricably  -woven  into  the  discussions  concerning  dis- 
advantages to  packers  and  others  of  Federal  grades  and  grading.   The  food  chain, 
packers  believed,  was  the  primary  source  of  demand  for  beef  rolled  with  Federal 
grades.   This  demand  by  chains  did  not  arise,  packers  pointed  out,  from  consumers' 
insistence  upon  the  Federal  grade  but  from  desire  of  the  chain  to  improve  its 
bargaining  position  with  packers. 

5.   Some  packers  indicated  that  they  disliked  having  a  man  in  the  employ 
of  the  Federal  Government  in  their  plants  functioning  as  a  judge  on  the  quality 
of  beef  handled. 

These  point  will  be  discussed  in  following  portions  of  this  chapter,   in 
following  chapters,  and  in  the  final  chapter  on  conclusions.   It  was  clear,  how- 
ever, that  national  packers  had  established  rather  specific  policies  on  the 
grading  of  beef  and  that  the  origins  of  these  policies  were  to  be  found  in  the 
history  of  Federal  grading  and  the  growth  of  demand  for  federally  graded  beef. 
Most  were  not  aware  of  a  change  in  policy  since  the  initiation  of  Federal  grad- 
ing on  beef.   They  indicated,  in  effect,  that  standardization  of  quality  char- 
acteristics into  uniform  grades  opens  the  way  for  price  competition  or  shifts 
competition  from  a  quality  to  a  price  basis.   Firms  with  proprietary  labels, 
quite  naturally,  dislike  this. 

National  Packer  Grade  Numbering  and  Branding  Systems 
and  Their  Relation  to  Federal  Grades 

An  appreciation  of  practices  employed  by  national  packers  relative  to 
grading  requires  some  understanding  of  grade  numbering  and  branding  systems 
of  these  packers.   Following  slaughter  in  plants  of  national  packers  each 
carcass  ordinarily  is  tagged  by  the  packer's  grader  with  a  number  identifying 
that  carcass  as  to  quality  and  type.   These  numbers  provide  the  basis  for 
internal  records  and  control  but  they  are  not  rolled  on  carcasses.   Instead 
they  are  used  later  as  a  basis  for  rolling  some  carcasses  with  appropriate 
private  brands.   Interviews  among  other  sectors  of  the  trade  revealed  that, 
although  many  of  the  packer  brands  were  well  known,  few  retailers  or  wholesalers 
were  familiar  with  the  packer  grade  numbers. 

All  national  packers  interviewed  had  evolved  a  series  of  numbers  (usually 
10)  for  steers,  another  for  heifers,  and  a  third  for  cows.   The  series  for 
steers  and  heifers  had  an  equal  number  of  identifications  which  were  in  1-to-l 
correspondence.   There  were  no  numbers  in  the  cow  series  which  corresponded 
with  those  for  high-quality  steers  and  heifers  but  there  were  more  numbers  for 
cows  than  for  steers  and  heifers.   In  addition  to  grade  numbers,  carcasses  were 
classified  further  by  weight  range.   No  2  packers  used  the  same  set  of  numbers 
for  particular  grades  and  classes  of  beef.   For  instance,  1  packer  might  use 
the  numbers  50-59  for  steers  while  another  might  use  the  numbers  40-4°-  for 
this  purpose. 
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Four  of  the  6  national  packers  interviewed  rolled  their  top  "brands,  each 
of  which  included  2  to  k   grade  numbers,  on  steers  and  heifers,  jj-5/  One  used 
2  grade  numbers  for  the  top  "brands  and  another  spread  his  top  brand  over  5 
grade  numbers.   Each  of  k   packers  had  2  grade  numbers  that  corresponded  with 
their  second  brand  on  steers  and  heifers.   The  other  2  firms  used  a  single  grade 
number  for  this  purpose.   The  same  pattern  existed  for  third,  fourth,  and  fifth 
brands  as  for  top  brands.   Fourth  and  fifth  brands  sometimes  did  not  bear  the 
firm's  name  and  frequently  were  used"  only  in  certain  areas  of  the  country. 

After  relating  grade  numbers  to  private  brands,  respondents  were  asked  to 
equate  the  resulting  private  brands  with  Federal  grades.  k6/     It  was  learned 
that  no  packer  had  a  brand  name  which  could  be  identified  uniquely  with  the 
official  Prime  grade.   In  general,  the  top  packer  brand  is  rolled  mostly  on 
carcasses  which  would  grade  Choice,  but  the  brand  is  also  used  for  Prime  and 
some  Good  grade  carcasses.   The  second  brand  is  rolled  mostly  on  carcasses 
which  would  federally  grade  Good,  but  some  Choice  and  Standard  grade  carcasses 
also  are  rolled  with  this  second  brand.   Some  carcasses  which  would  have  been 
rolled  Good  by  a  Federal  grader  qualified  for  the  top  brand,  according  to 
packer's  statements,  because  (l)  some  packers  applied  different  weights  to 
factors  such  as  conformation  and  finish  than  Federal  graders  did,  (2)  some 
packers  disagreed  with  the  Federal  grader's  interpretation  of  the  grade  specifi- 
cations at  a  particular  time  or  in  a  particular  area  of  the  country,  and  (3) 
Good  grade  carcasses  in  certain  areas  were  considered  sufficiently  desirable 
in  relation  to  other  grades  to  warrant  the  top  brand. 

Packers  used  grade  numbers  to  identify  qualities  and  types  within  the 
Federal  grade  range  spanned  by  a  brand  name.   The  practices  in  this  respect 
did  not  fit  into  an  overall  pattern.   Thus,  the  top  2  grade  numbers  of  1  packer 
corresponded  with  Prime  whereas  another  packer  had  a  single  grade  number  for 
Prime  and  the  top  grade  number  of  yet  another  packer  corresponded  with  Prime 
and  some  Choice.  WjJ 

Packers  usually  have  only  one  brand  name  for  a  grade  range  such  as  that 
equivalent  to  Prime  through  about  top  Good,  but  they  have  3  or  more  grade 
numbers  for  this  range.   Thus,  grade  numbers  are  set  up  to  recognize  value 
differences,  differences  within  the  Choice  grade,  for  example.   In  addition, 
packer  grade  numbers,  according  to  the  national  packer  respondents,  identified 
uniform  qualities  of  beef  irrespective  of  time  and  place  involved  in  any  com- 
parison.  Most  packer  brands,  however,  covered  several  grade  numbers  and,  there- 
fore, the  brand  name  alone  did  not  necessarily  identify  a  strictly  uniform 
quality.   Accordingly,  brand  X  in  New  York  could  be  associated  with  different 
grade  numbers  than  brand  X  in  Atlanta. 

45/  The  term  "top"  brand  refers  to  the  one  which  the  packer  has  established 
to  identify  his  top-quality  products. 

46/  Primary  attention  was  directed  toward  top  packer  brands  rolled  on 
steers  and  heifers. 

kjj   Most  national  packers  had  some  packer  numbers  which  covered  the  range 
of  quality  represented  by  the  top  one-third  or  less  of  one  Federal  grade  and  the 
lowest  one-third  of  the  next  higher  Federal  grade.   Thus  a  packer's  grade  number 
20  may  correspond  to  top  Choice  and  low  Prime. 
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Buying  Practices  Related  to  Grading 

Most  of  the  national  "brand  packers  interviewed  purchased  cattle  according 
to  their  own  packer  grade  numbers.   According  to  their  statements  they  did  not 
"believe  that  Federal  grade  terms  were  an  important  factor  in  buyer-seller  dis- 
cussions.  Nevertheless,  it  was  apparent  that  the  Federal  grades  provided  basic 
frames  of  reference  in  making  decisions  concerning  prices  to  pay;  types,  quanti- 
ties, and  qualities  of  slaughter  cattle  to  purchase;  and  in  formulating  instruc- 
tions to  buyers. 

Instructions  to  Buyers 

The  livestock  buyers  for  packers  ordinarily  operate  under  instructions 
from  the  packer  .which  may  be  issued  daily  or  even  several  times  each  day. 
These  instructions  usually  specify  prices  on  a  dressed  weight  or  carcass  basis 
which  may  be  paid  for  different  grades  or  classes  of  cattle.   They  also  may 
indicate  numbers  of  cattle  of  the  different  grades  desired,  but  the  national 
packer  usually  finds  that  competition  is  such  that  he  cannot  immediately  specify 
both  prices  and  quantities  of  particular  grades  desired.   The  live  cattle  market 
is  dynamic  and,  consequently,  instructions  to  buyers  must  be  more  or  less  con- 
tinuously amended. 

The  national  packer  realizes  that  if  he  is  to  buy  intelligently  he  must 
arrive  at  estimates  of  prices  and  quantities  for  use  as  guides  in  buying. 
Accordingly,  estimates  of  prospective  carcass  prices  usually  form  the  basis  of 
instructions  issued  to  buyers.   These  estimates  are  made  in  terms  of  Federal 
grades  or  packer  grades  and  in  terms  of  other  factors  such  as  sex  or  weight 
and  adjusted  for  certain  byproduct  values  and  costs.  48/  Sources  of  information 
on  carcass  values  at  wholesale  used  in  issuing  these  instructions,  in  the  order 
of  their  importance,  were:   (l)  The  packer's  own  carcass  selling  prices  in  the 
local  market,  (2)  private  business  reports  such  as  the  Packers  Daily  Record  and 
the  National  Provisioner,  referred  to  as  the  "Yellow  Sheet,"  k$/   (3)  information 
from  company  salesmen  and  buyers  in  the  form  of  on-the-spot  reports  from  one 
or  more  market  areas  depending  upon  the  location  of  his  salesmen  and  buyers, 
and  the  nature  of  business  contacts,  and  (h)   Department  of  Agriculture  market  news 
reports  as  published  in  5  market  areas  of  the  Nation.  50/ 

After  determining  expected  wholesale  values  the  packer  ordinarily  adjusts 
these  values  to  reflect  the  net  difference,  referred  to  as  "drop  credits," 


k-Q/   Some  packers  simply  assume  that  the  current  values  themselves  are  the 
best  estimates  of  future  values  for  use,  currently,  in  buying. 

49/  Both  of  these  reports  are  published  daily  in  Chicago. 

50/  These  5  market  areas  are  Chicago,  New  York  City,  Los  Angeles,  San 
Francisco,  and  Portland-Seattle.   The  Federal-State  market  news  reports  are 
published  twice  weekly. 
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"between  the  value  of  "byproducts  and  the  costs  of  buying,  assembling,  and 
slaughtering.  51/  The  results  vill  be  incorporated  into  instructions  to 
buyers  in  the  form  of  expected  price  schedules.   These  schedules,  however, 
usually  reflect  factors  in  addition  to  grade,  such  as  sex,  weight,  and  type 
of  feed.   For  example  the  schedule  of  instructions  may  indicate  that  the  buyer 
could  expect  to  pay  as  much  as  3  or  k   cents  per  pound  more  for  light  weight 
than  for  heavy  weight  steers,  even  though  both  are  being  purchased  to  make 
a  certain  grade.  52/ 

Use  of  Federal  Grade  Terms  in  Buying 

In  procuring  live  beef  animals,  Federal  grades  and  grade  terms  are  used 
by  national  packers  primarily  as  a  basic  frame  of  reference  in  formulating 
instructions  to  buyers. 

The  national  packers  believed  they  could  detect  trends  in  selling  prices 
most  rapidly  by  reference  to  their  own  selling  prices.   Nevertheless,  they 
found  it  expedient  to  make  frequent  use  of  price  reports  quoted  in  terms  of 
Federal  grades.  53/  One  reason  for  this  is  that  the  quotations  in  these  reports 
are  used  regularly  by  retail  food  chains,  wholesalers,  and  other  large  volume 
buyers.   Four  of  the  5  respondents  who  bought  cattle  in  terms  of  their  own  grade 
numbers  stated  that  the  mass  market  for  beef  was  established  on  prices  in  terms 
of  Federal  grades  and  that  they  had  to  translate  these  Federal  grade  prices  into 
packer  grade  number  prices  when  formulating  buying  instructions.   They  also  had 
to  keep  in  mind  the  physical  attributes  associated  with  particular  grade  numbers 
as  related  to  physical  attributes  of  the  official  grade  standards.   One  national 
packer  reported  direct  use  of  the  Federal  grade  terms  in  his  instructions  to 
buyers . 


Buying  Procedures 

The  prevailing  practice  of  packers  is  to  buy  cattle  in  lots  of  8  or  10 
or  more.   These  lots  frequently  include  animals  of  varying  grades,  weights,  or 
maturity.   Consequently,  cattle  buyers  are  required  to  estimate,  either  for  an 


51/  Values  of  edible  and  inedible  offal  items,  heart,  liver,  hides,  and 
such,  may  exceed,  equal,  or  fail  to  cover  all  costs  associated  with  buying  and 
slaughtering.   If  these  values  exceed  the  costs,  as  they  frequently  do,  the 
packer  may  see  that  he  can  "trade  dollars"  or  lose  money  on  the  beef  carcass 
itself  and  still  make  a  profit  on  his  slaughtering  operation.  At  other  times, 
depending  upon  supply  conditions  and  prices  of  edible  and  inedible  offal  items, 
the  packer  may  be  making  positive  net  returns  on  both  the  carcass  and  the 
byproducts. 

52/  A  more  detailed  description  of  the  buying  operation  which  agrees  in 
substance  with  the  results  from  these  respondents  is  given  in  (3). 

53/  The  private  business  market  news  services  such  as  the  National 
Provisioner  as  well  as  the  Federal-State  Market  News  Service  report  on  whole- 
sale carcass  prices  in  terms  of  Federal  grades  and  by  weight  ranges  within  the 
Federal  grades. 


-  4l  - 

average  lot  or  for  individual  animals,  the  grade  and  yields  or  dressing  per- 
centages of  the  animals  after  personally  inspecting  them,  jh/     Although 
reference  may  he  made  to  packer  or  Federal  grade  standards  for  live  cattle, 
buyers  attempt  to  estimate  carcass  grades.  55/  Buyers  also  may  estimate 
weights  and  ascertain  source  and  type  of  feed  of  animals.   They  will  then 
determine,  sometimes  "by  reference  to  a  table,  the  equivalent  live  animal 
prices  of  the  wholesale  carcass  values  supplied  by  the  packer. 

Cattle  buyers  of  national  packers  usually  are  paid  for  their  ability  to 
judge  live  cattle  and  their  activities  customarily  are  controlled  by  comparing 
actual  carcass  grades  and  yields  of  cattle  purchased  with  grades  and  yields 
estimated  by  the  buyer.   National  packer  buying  procedures,  however,  together 
with  the  number  and  complexity  of  the  estimates  which  a  packer  buyer  is  required 
to  make,  raise  several  questions.   The  first  concerns  the  degree  of  error 
involved  in  relying  on  buyers'  estimates  of  carcass  yields  and  carcass  grades. 
One  study  points  to  a  considerable  degree  of  error  in  these  estimates  (3)» 

Prices  and  price  differentials  are  meaningful  only  to  the  extent  that  they 
are  associated  with  identifiable  quality  or  grade  characteristics.   The  second 
question,  therefore,  concerns  the  grade  or  quality  identification  of  market 
prices  and  price  differentials  as  reflected  in  prices  paid  by  national  packers 
to  producers.   Although  national  packers  reported  only  occasional  use  of  Federal 
grade  terms  in  bargaining,  they  also  reported  infrequent  use  in  the  actual 
bargaining  process  of  packer  grade  numbers.   As  explained  earlier,  however, 
packers'  buying  prices  undoubtedly  reflect  market  conditions.   In  addition, 
packers  reported  that  it  was  constantly  necessary  for  their  buyers  to  keep  in 
mind  prices  offered  by  competitors --many  of  whom  were  buying  on  a  Federal  grade 
basis.   Nevertheless,  even  roughly  accurate  price  differentials  would  appear 
to  be  more  useful  to  producers,  as  guides  in  production  and  marketing,  if 
related  more  directly  to  well-known  grade  or  quality  standards.   It  is  doubtful 
that  most  producers  could  be  expected  to  keep  in  mind  all  of  the  various  grade 
definitions  and  classifications  established  by  the  various  national  packers. 

A  third  question  concerns  the  effects  on  cattle  buyers  of  the  necessity 
of  keeping  in  mind  two  separate  sets  of  grade  standards  and  associated  prices 
when  buying  live  cattle.   Some  respondents  pointed  out  that  it  is  becoming 
increasingly  difficult  to  issue  instructions  and  buy  cattle  on  the  basis  of 
packer  grade  numbers.  As  stated  by  others,  the  Federal  grading  system  compli- 
cates rather  than  facilitates  the  cattle  buying  operations  of  the  national 
packer. 


54/  Yields  or  dressing  percentages  are  determined  by  dividing  carcass 
weights  by  live  weights.   In  estimating  yield,  buyers  frequently  are  required 
to  estimate  live  weights  as  well  as  carcass  weights. 

55/  The  Federal  grade  standards  for  live  cattle  are  established  to 
parallel,  as  closely  as  possible,  the  carcass  grade  standards  but  precise 
relationships  between  the  live  and  carcass  standards  are  not  known. 
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Inplant  Procedures  and  Practices  on  Grading 

The  general  procedure  of  national  packers  after  slaughter  is,  first,  to 
packer  grade  all  carcasses;  second,  to  have  all  or  part  of  the  kill  officially- 
graded  and  block  stamped  with  a  Federal  grade  56/ j  third,  to  "rib"  certain 
carcasses,  particularly  cattle  they  wish  to  contest- -that  is,  question  the 
decision  of  the  Federal  grader  57/ I    fourth,  make  decisions  concerning  which 
carcasses  will  be  sold  packer  graded,  which  will  be  sold  federally  graded, 
and  which  will  be  sold  as  though  ungraded. 

All  beef  carcasses  of  most  national  packers  were  packer  graded  either 
before,  during,  or  immediately  after  chilling.   Packer  grade  numbers  were 
then  noted  on  records  bearing  the  identifying  lot  and  carcass  numbers. 

The  next  step  was  to  call  in  the  official  Government  grader  who  entered 
the  cooler  with  certain  instructions  in  hand.   These  instructions  varied  from 
"grade  and  roll  everything  in  the  cooler"  to  "grade  and  'block  stamp'  only 
carcasses  that  will  make  Choice  or  better  and  hold  for  inspection  of  the 
packer  before  rolling. "  Between  these  two  extremes  the  Federal  grader  may- 
receive  instructions  as  varied  as  the  number  of  packers  for  whom  he  grades. 
Typically,  however,  the  Federal  grader  will  be  instructed  to  grade  and  block 
stamp  all  carcasses  which  fall  in  grades  above  Standard  or  Good  and  to  hold 
all  block  stamped  carcasses  for  inspection  by  a  company  representative  and 
possible  ribbing  before  applying  the  grade  roller. 

Few,  if  any,  national  packers  ordinarily  sell  beef  rolled  with  Federal 
grades  other  than  Good,  Choice,  and  Prime.   But  most  packers  had  more  beef 
block  stamped  than  ultimately  would  be  rolled  with  Federal  grades.   Some 
reasons  for  this  practice  were: 

1.  To  provide  the  packer  with  a  cross  section  of  qualities  according 

to  official  standards  for  use  in  determining  whether  or  not  the  beef  actually 
would  be  sold  federally  graded  and  rolled.  58/ 

2.  To  permit  the  packer  to  make  decisions  on  grade  disposition  of  car- 
casses within  a  particular  grade.   For  example,  block  stamping  might  facilitate 
the  selection  of  lower-valued  carcasses  for  customers  whose  specifications 
called  only  for  the  Federal  grade  stamp.  59/ 

56/  See  p.  35  footnote  hk-   for  definitions  of  "block  stamping"  and  "rolling." 
57/  "Ribbing"  refers  to  the  practice  of  cutting  open  one  side  of  the  carcass 
from  the  backbone  down  between  the  twelfth  and  thirteenth  (last)  ribs  thereby 
exposing  a  cross  section  of  the  loin.   The  principal  purpose  of  ribbing  is  to 
determine  the  color  of  the  meat  and  observe  the  degree  of  "marbling" 

58/  For  instance,  a  packer  with  a  large  order  for  federally  graded  Choice 
might  have  all  carcasses  in  the  next  lower  grade,  Good,  block  stamped  as  well 
as  all  those  which  would  grade  Choice. 

59/  On  the  other  hand,  carcasses  in  the  top  half  of  the  grade,  in  the 
absence  of  customers  specifying  top-of-the-grade  quality,  could  be  sold  packer 
graded  or  ungraded. 
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3.   To  serve  as  a  check  on  the  packer's  own  graders. 

k.      To  provide  some  control  over  the  -within  grade  selections  of  the 
Federal  grader.   Packers  "believed  that  if  the  grader  -was  asked  to  roll  only- 
enough  carcasses  to  meet  requirements  for,  say,  the  Choice  grade,  he  would 
tend  to  select  carcasses  which  were  safely  in  the  middle  or  top  half  of  the 
grade . 

After  block  stamping,  carcasses  on  which  the  packer  questions  the  decision 
of  the  Federal  grader,  as  represented  by  the  block  stamp,  ordinarily  are  ribbed. 
These  carcasses  are,  primarily,  grade  liners.  60/  Ribbing  provides  visual  evi- 
dence of  quality  as  defined  by  the  grade  standards,  and,  consequently,  these 
carcasses  usually  will  be  reexamined  by  the  Federal  grader  who  may  be  accompanied 
by  a  company  representative.   Relative  merits  of  particular  carcasses  may  be 
argued,  but  the  Federal  grader  makes  the  final  decision.   In  some  cases,  the 
packer  may  request  a  delay  in  the  decision  until  a  later  time — usually  the 
following  day.  6l/  Depending  on  the  final  decision  of  the  grader  and  estab- 
lished policies  of  the  packer,  the  contested  carcasses  will  be  (l)  rolled  with 
a  U.  S.  grade  in  accordance  with  the  final  decision  of  the  grader,  (2)  rolled 
with  a  packer  brand,  or  (3)  left  as  though  ungraded.   In  either  of  the  two 
latter  situations,  the  block  stamp  is  removed. 

Carcasses  on  which  the  packer  does  not  wish  to  question  the  decision  of 
the  grader  present  no  particular  problems.   These  cattle  usually  are  not  ribbed 
and  will  be  rolled  in  accordance  with  whatever  policy  the  packer  has  established. 

Orders  from  customers  not  requiring  the  Federal  stamp  ordinarily  are 
identified  with  packer  grade  numbers  and  rolled  with  the  appropriate  brand 
unless  the  customer  desires  unrolled  beef.   A  small  demand  exists  for  beef 
bearing  both  the  Federal  grade  stamp  and  a  packer  brand.   Such  orders  are 
filled  with  carcasses  double-rolled,  that  is,  rolled  with  both  the  packer  brand 
and  the  Federal  grade.   Verification  of  this  practice  was  found  among  independ- 
ent retailers  who  often  reported  the  existence  of  double-rolled  carcasses. 

Comments  of  national  packers  on  inplant  grading  practices  suggested  that 
these  packers  often  found  Federal  grading  to  be  time  consuming  and  costly.  62/ 
They  referred  to  the  direct  costs  associated  with  the  hourly  rates  charged  by 
the  Grading  Service.   Indirect  costs  such  as  time  of  company  employees,  errors 
of  the  Federal  graders,  and  bookkeeping  costs  associated  with  grading  also 
were  cited. 

60/  A  "liner"  is  a  carcass  the  physical  attributes  of  which  place  it  near 
the  top  of  the  range  of  quality  within  any  particular  grade  other  than  Prime. 
In  practical  terms,  it  is  a  carcass  which  the  owner  believes  qualifies  for  the 
next  higher  grade  above  the  one  in  which  it  would  be  placed  by  a  Federal  grader. 

6l/  The  principal  reason  for  this  is  that  certain  indications  of  quality, 
particularly  color  of  lean  and  marbling  in  beef,  may  change,  usually  becoming 
more  discernible  during  the  first  kQ   hours  after  slaughter. 

62/  This  complaint  was  also  registered  by  some  independent  packers. 
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Packers  also  indicated  that  to  the  extent  that  heef  must  "be  held  in  their 
coolers  for  grading,  the  practice  of  Federal  grading  interferes  with  their 
"business  interests  and  objectives.   Beef  usually  improves  in  quality  during 
the  chilling  process  and  Federal  graders  are  required  to  grade  and  make  judgments 
"based  on  evidences  of  quality  actually  visible.   This  requirement  evidently  is 
a  source  of  irritation  to  packers.   Some  stated  that  there  vere  no  good  reasons 
why  the  Federal  graders  should  not  "be  permitted  to  make  judgments  according  to 
evidence  of  quality  -which  they  felt  certain  -would  ultimately  develop  and  become 
visible. 

Grading  "by  Top,  Middle,  and  Lover  Ranges  -within  Grades 

Packers  were  asked  to  estimate  for  specific  plants  the  percentages  of 
carcasses  in  top,  middle,  and  lover  thirds  of  given  grades  that  vere  feder- 
ally grade  rolled,  packer  branded,  and  left  unrolled.   The  purpose  of  this 
question  vas  to  provide  an  indication  of  grading  practices  and  to  learn  vhether 
or  not  any  patterns  existed.   Thus,  for  example,  it  vas  a  point  of  interest  to 
determine  vhether  all  Choice  grade  carcasses  (top  Choice,  middle  Choice,  and 
lov  Choice)  vere  rolled  with  a  Federal  grade  or  vhether  the  pattern  vas  to  roll 
packer  brands  on,  say,  top  and  middle-of-the-grade  carcasses. 

Because  only  3  packers  provided  estimates  in  complete  detail,  not  enough 
data  vere  available  to  drav  general  conclusions.   Hovever,  each  of  the  3  "who 
submitted  data  reported  that  the  majority  of  carcasses  in  the  top  thirds  of  the 
Choice,  Good,  and  Commercial  grades  vere  rolled  -with  packer  brands.   The  tendency 
vas  most  marked  in  the  Good  and  Commercial  grades  (table  12).   It  suggests  that 
top-of-the-grade  quality  can  be  sold  at  a  higher  price  vhen  rolled  vith  a  packer 
brand  than  vhen  rolled  -with  the  Federal  grade  stamp  and  that  packer  brands  are 
used  in  an  attempt  to  maximize  selling  prices.  63/ 

Distribution  Policies  and  Practices  As  Related  to  Grading 

Sales  outlets  for  specific  slaughtering  plants  vere  classified  as  chain 
stores,  independent  retailers,  packer  branch  houses,  independent  vholesale  dis- 
tributors, and  "others."  6k/     In  terms  of  total  sales  of  beef,  branch  houses 
vere  of  first  importance  to  national  packer  respondents,  folloved  by  independent 
retailers,  chains,  and  independent  vholesalers,  vhich  vere  about  equally  impor- 
tant.  But  vith  packer  branch  houses  presumably  selling,  in  turn,  mainly  to 
independent  retailers,  these  retailers  probably  vere  the  single  most  important 
outlet  of  the  national  packer  organizations. 

Type  of  Customer  by  Type  of  Grading 

Most  national  packers  reported,  vith  respect  to  specific  plants  under 
discussion,  that  food  chains  vere  first  in  importance  as  buyers  of  federally 

63/  This  point  -will  be  treated  in  more  detail  in  several  of  the  remaining 
portions  of  the  report. 

6k/   The  "other"  category  vas  unimportant  in  all  cases  and  will  not  be 
included  in  the  discussion  of  national  packers. 
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Table  12. --National  packers:   Percentage  distributions  of  beef 

slaughtered  in  3  specific  plants  of  national  packers, 

by  thirds  of  grades  and  by  type  of  grading,  1955 


Grade 


[Marked  ■with' 

Federal 

grade 


Packer 
branded 


Ungraded 


Total 


Percent 


Percent 


Percent 


Percent 


Prime : 

Top  third  . . . 
Middle  third 
Lower  third  . 

Choice: 

Top 'third  . . . 
Middle  third 
Lower  third  . 

Good: 

Top  third  . . . 
Middle  third 
Lower  third  . 

Commercial: 
Top  third  . . . 
Middle  third 
Lower  third  . 


86.7 
70.0 
70.0 

13.3 
l.T 

6.7 

0 

28.3 
23.3 

100.0 
100.0 
100.0 

35.0 
56.7 
6k. 2 

58.3 
^3.3 
17-5 

6.7 

0 

18.3 

100.0 
100.0 
100.0 

16.7 
25.8 
55.0 

72.5 
60.8 
*a.  7 

10.8 

13.  k 

3.3 

100.0 
100.0 
100.0 

12.5 
15.0 

58.3 

84.2 

76.7 

40.0 

3-3 

8.3 
1.7 

100.0 
100.0 
100.0 

graded  beef.   Independent  -wholesalers  were  the  next  most  important  outlets  for 
federally  graded  beef.  65/  Together,  chains  and  independent  wholesalers,  the 
large  volume  outlets,  bought  68  percent  of  the  federally  graded  beef  sold  by 
respondents  reporting  on  this  question  (table  13).   The  national  packers 
divided  most  of  the  remaining  federally  graded  beef  about  equally  between 
independent  retailers  and  branch  houses. 


The  5  types  of  outlets  varied  in  importance  as  buyers  of  packer  branded 
beef  (table  13).   However,  independent  retailers  were  either  first  or  second 
in  importance  to  most  national  packers.   On  the  basis  of  weighted  averages  of 
percentages  reported,  independent  retailers  and  branch  houses  each  accounted 
for  about  a  third  of  packer  branded  sales.   The  chains  were  third  in  importance, 


65/  One  respondent  sold  70  percent  of  his  federally  graded  beef  to  inde- 
pendent wholesalers;  another  packer,  however,  placed  independent  retailers  in 
second  place. 
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Table  13 • --National  packers:   Percentage  distribution  of  block  beef  sales, 
ky  "tyPe  of  grading  and  type  of  outlet  for  specific  plants,  1955 


Sales  outlet 

: 

Typ 

5  of  grading 

Total 

Federal 

: 

Packer 

Ungraded 

Retail : , 

• 

Percent 

41.8 
l4.4 

Percent 

16.1 
33-0 

Percent 

12.8 
10.6 

Percent 
20.6 

. . .  : 

20.1 

Total  

. 

56.2 

49.1 

23.4 

40.7 

• 

Other : 

Packer  branch,  houses  . . 

i4.i 

26.6 

3-1 

32.2 

14.1 

4.6 

59-0 

11.0 

6.6 

38.5 

15.7 

5.1 

Total  

. 

43.8 

50.9 

76.6 

59.3 

* 

: 

100.0 

100.0 

100.0 

100.0 

followed  by  -wholesalers .   National  packers  sometimes,  but  not  usually,  shipped 
most  of  their  ungraded  beef  to  branch  houses  for  grading  prior  to  sale.   Another 
23  percent  of  this  beef  was  sold  to  retailers  and  these  sales  were  divided  about 
equally  between  chains  and  independent  retailers.  66/ 


The  Merchandising  of  Grade  Liners 


The  national  packers  stated  that,  in  general,  carcasses  of  a  particular 
weight  and  quality,  say,  600-  to  700-pound  low  Choice  steers,  were  quoted  at 
the  same  price  whether  federally  graded,  packer  branded,  or  unrolled.   They 
also  stated,  however,  that  it  was  difficult  to  obtain  a  price  for  federally 
graded  liners  consistent  with  their  top-of-the-grade  quality.   The  reason  for 
this,  they  said,  was  that  large  volume  buyers,  such  as  chains  and  wholesalers, 
want  to  purchase  all  beef  rolled  with  any  particular  Federal  grade  stamp  at  the 
lowest  price  quoted  for  that  grade.   Most  respondents,  nevertheless,  did  not 
consider  liners  to  be  a  problem  because  their  outlets  for  "beef  were  so  numerous 
and  varied  that  they  could  find  a  market  for  all  types  of  beef. 

66/  One  respondent  chose  to  characterize  sales  to  various  customers  as 
follows:  Federally  graded  beef  was  required  by  70  percent  of  his  independent 
wholesaler  and  50  percent  of  his  chain  customers.   Further,  65  percent  of  his 
independent  retail  customers  purchased  packer  branded  beef.  Most  of  the  beef 
shipped  to  his  branch  houses  was  packer  branded. 
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Some  packers  offered  qualifications  and  exceptions  to  their  statements 
indicating  that  liners  "were  not  considered  a  problem.  Although  some  expressed 
difficulty  in  obtaining  premium  prices  for  liners,  it  was  apparent  that  such 
premiums  were  possible  to  acquire.   Four  principal  means  "were  used  for  this 
purpose:   (l)   Charge  the  customer  a  premium  and  select  his  beef  from  the  top 
of  the  grade;  (2)  roll  the  higher  quality  carcasses  in  a  given  grade  "with  a 
packer  brand  and  sell  at  a  premium;  67/  (3)  break,  that  is,  cut,  the  carcass 
into  primal  cuts  and  sell  ungraded  or  have  the  cuts  officially  graded;  and 
(k)   leave  the  carcass  ungraded  and  sell  it  on  its  own  merits  "with  perhaps  the 
packer's  grade  number  only,  as  an  indication  of  its  quality.   The  packer  can 
often  sell  primal  cuts  for  a  higher  average  composite  price  than  he  could  obtain 
for  the  carcass.   In  addition,  by  having  the  primal  cuts  graded  he  may  be  able 
to  obtain  a  few  Prime  or  Choice  cuts,  say  loins  or  ribs,  from  otherwise  Choice 
or  Good  carcasses. 


Quality  Specifications  of  Customers  as  Reported  by  National  Packers 

Packers  pointed  out  that  most,  if  not  all,  of  their  customers  for  beef 
had  developed  quality  specifications  of  one  type  or  another.   Therefore,  they 
stated,  beef  carcasses  had  to  be  selected  to  satisfy  customer  requirements 
regardless  of  whether  they  were  federally  graded,  packer  branded,  or  sold 
ungraded. 

The  food  chains  in  particular  and  the  independent  wholesalers  had  developed 
the  most  exacting  specifications.   These  specifications  typically  included  one 
or  more  Federal  grade  terms  and  it  was  pointed  out  that  at  one  time  the  Federal 
grade  stamp  had  served  as  a  fairly  complete  specification.   Since  then,  addi- 
tional factors  have  been  added.   For  example,  many  chain  customers  required 
beef  federally  graded,  rolled  Choice,  in  the  500-600  weight  range  with  light 
cover  and  small  kidney,  a  specification  which,  according  to  the  respondents, 
was  hard  to  meet.   Several  packers  stated  that  they  knew  of  no  chain  which  would 
accept  a  car  of  federally  graded  beef  on  the  basis  of  the  grade  stamp  alone. 


Effects  of  the  Retail  Chain  Movement  on  Merchandising 
Abilities  of  National  Packers 

The  major  impact  of  Federal  grading  in  merchandising  beef,  according  to 
national  packers,  stems  from  the  retail  chain  movement  and,  particularly,  from 
specification  by  certain  chains  of  federally  graded  beef.   The  attitude  of  k 
packers  commenting  on  this  topic  can  be  described  best  in  the  words  of  1  res- 
pondent who  stated,  in  effect,  that  chains  and  other  mass  buyers,  such  as  whole- 
salers, have  large  buying  power  and  that  by  using  Federal  grade  specifications 


67/  Typical  of  the  illustrations  offered  on  this  point  was  that  of  a  packer 
who  reported  quoting  "ordinary"  federally  graded  Good  on  a  particular  day  at 
$37.25  and  selling  top  Good  rolled  with  his  top  packer  brand  at  $39.25.   The 
packer  further  reported  that  in  this  situation  a  customer  who  insisted  upon  top 
Good  and  upon  having  it  federally  graded  was  given  a  quotation  of  $39 '25.   Also, 
see  table  12. 
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in  their  "buying,  principally  federally  graded  Choice,  they  can  put  a  "cap"  on 
the  market  which,  to  the  packer,  results  in  an  unsatisfactory  selling  price 
in  relation  to  cost.   Insofar  as  it  was  possible  to  judge  from  attitudes  of 
the  respondents,  however,  prices  paid  "by  chains  and  other  large  volume  buyers 
were  not  claimed  to  he  "unfair."  Instead,  the  presence  and  bargaining  strength 
of  these  buyers  were  said  to  hamper  the  packer's  ability  to  merchandise  his 
product. 

Standing  Orders  and  Sales  by  Inspection 

Packers  reported  that  less  beef  was  now  bought  on  inspection  at  the  packing 
plant  than  in  the  past,  primarily  because  buyers  for  large  chains,  wholesalers, 
and  voluntary- group  retailers  now  permit  the  packer  to  select  beef  and  ship  it 
to  the  buyer  subject  to  rejection  or  negotiation  upon  arrival.   On  the  other 
hand,  they  reported  that  the  practice  of  placing  standing  orders  for  beef, 
particularly  by  large  chain  buyers,  has  become  more  prevalent.   Apparently, 
chains  order  in  advance  to  ensure  adequate  supplies.   Such  orders  usually  are 
oral  rather  than  written  and  the  price  frequently  is  left  open.   Inasmuch  as 
standing  orders  were  placed  for  ungraded  and  packer  branded  beef  as  well  as 
for  the  federally  graded  product,  this  increase  in  standing  orders  was  attributed 
to  the  increase  in  mass  buying  rather  than  to  a  more  widespread  acceptance  of 
Federal  grades. 


Advertising  and  Merchandising  of  Beef  by  Packers 

None  of  the  packers  questioned  conducted  a  major  advertising  program  on 
beef  alone.   Packer  brand  names  were  promoted  in  national  advertising  on  the 
radio  and  television  and  in  newspapers  and  magazines.   Advertisements  usually 
featured  those  products  which  were  branded  and  packaged  in  consumer  sized 
portions  such  as  hams,  bacon,  sausage,  and  canned  meats.   Retailers  who  featured 
packer  branded  products  were  provided  with  point-of-sale  displays  for  these  pro- 
ducts, beef  included. 


Some  Generalizations  Regarding  Effects  of  Grading 
on  National  Packers 

Although  reasons  for  structural  changes  in  the  meatpacking  industry  are 
many  and  varied,  increased  use  of  Federal  grades  for  beef  appears  to  have  con- 
tributed to  some  extent  to  most  of  these  changes.  68/  This  will  become  increas- 
ingly clear  in  remaining  chapters  of  this  report. 

Increased  use  of  Federal  grades  for  beef  seems  to  have  been  responsible 
for  some  adjustments  in  business  operations  of  national  packers.   This  was  borne 
out  by  interview  statements  of  these  packers.   Most  national  packers  apparently 
believed  that  the  official  grade  standards  offered  them  relatively  few  advantages. 


68/  See  pp.'  15-25  for  description  of  these  changes. 
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There  was  reason  to  "believe,  however,  that  national  packers,  in  explaining 
their  attitudes  and  policies  on  Federal  grades  and  grading,  were  not  consider- 
ing the  extent  to  which  they  relied  on  prices  reported  by  Federal  grade  and  on 
Federal  graders  in  block  stamping  large  numbers  of  carcasses  ultimately  sold 
packer  branded  or  ungraded. 


Bases  of  Policies  and  Attitudes 

Various  adverse  effects  of  Federal  grading  and  U.  S.  grades  were  noted  by 
respondents.   It  was  the  consensus  that  selling  beef  on  a  basis  of  Federal 
grades  restricted  the  packers'  ability  to  sell  beef  to  best  advantage.   A 
particular  restriction  noted  was  that  price  quoting  in  terms  of  Federal  grades 
tended  to  place  a  common  price  on  all  carcasses  within  a  given  Federal  grade 
irrespective  of  whether  they  were  high  or  low  in  the  grade.   Furthermore,  it 
was  noted  that  the  increasing  demand  for  federally  graded  beef  had  reduced 
sales  of  the  packer  branded  product.   It  was  also  claimed  by  one  or  more 
national  packers  that  Federal  grades  (l)  increased  the  cost  of  beef  marketing 
and  otherwise  interf erred  with  efficient  operations,  (2)  created  a  top  heavy 
demand  for  Choice  grade  beef  and  curtailed  the  demand  for  other  grades,  (3) 
reduced  the  rate  of  growth  of  national  packers  or  actually  resulted  in  a 
declining  volume  of  business,  (k)   restricted  opportunity  for  sales  in  areas 
like  Seattle  where  Federal  grading  is  compulsory,  and  (5)  made  it  necessary 
for  some  national  packers  to  change  the  qualities  of  beef  represented  by  their 
packer  brands. 

In  general,  the  respondents  did  not  believe  that  the  existence  of  the 
Federal  grading  system  had  any  effect  on  their  ability  to  operate  slaughtering 
plants  at  capacity.   One  packer,  however,  pointed  out  that  operations  at  full 
capacity  were  easily  achieved  when  Choice  grade  cattle,  dressing  out  at  600  to 
700  pounds,  were  in  good  supply  and  he  expressed  the  opinion  that  this  was  a 
corollary  effect  of  Federal  grading.   Three  packers  reported  that  they  were 
actively  trying  to  convince  retailers,  both  chain  and  Independent,  of  advantages 
of  merchandising  packer  branded  rather  than  federally  graded  beef.   Only  one  of 
the  three  reported  any  success  in  this  undertaking. 

Some  national  packers  are  outspoken  against  such  grading,  others  treat  it 
as  one  other  factor  to  be  taken  into  account  in  the  conduct  of  business.   Perhaps 
the  most  active  step  being  taken  by  national  packers  to  reduce  the  impact  of 
Federal  grading  on  them  is  the  advancement  of  the  argument  that  quoting  prices 
by  Federal  grades  tends  to  level  the  structure  to  the  price  obtained  for  the 
lowest  quality  in  the  grade.   This  is  said  to  result  in  smaller  returns  for  the 
producer  than  would  occur  without  Federal  grades.   This  argument  assumes  that, 
for  all  practical  purposes,  there  is  only  one  price  for  a  grade.   Data  obtained 
from  respondents  in  this  group  as  well  as  from  independent  packers  point  to  the 
existence  of  different  prices  within  grades  and  indicate  the  mechanism  by  which 
they  were  realized.   The  data  did  not  indicate,  however,  that  price  differences 
within  grade  were  necessarily  related  to  within  grade  quality  differences  as 
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opposed  to  -within  grade  weight  differences  or  other  factors.   Information  in 
greater  detail  is  needed  to  determine  actual  prices  received  for  dressed  "beef 
and  to  correlate  this  analysis  with  quality  differences  within  grade  and  with 
prices  offered  by  packers  for  live  cattle.  69/ 

Modifications  Suggested  by  National  Packers 

Few  ideas  for  changing  or  modifying  the  Federal  grading  system  were 
suggested  by  national  packers.   One  respondent  suggested  that  perhaps  16 
grades,  instead  of  8,  should  be  established  for  steers  and  the  same  number 
for  heifers.   Numbers  or  letters  rather  than  descriptive  terms,  he  believed, 
should  be  assigned  to  the  various  grades.   This  packer  thought  that  if  the 
number  of  grades  were  increased,  the  adverse  effects  of  the  present  limited 
number  of  grades  on  the  price  structure  for  beef  would  be  minimized.   Further, 
he  wished  to  have  compulsory  grading  (the  Seattle  system)  outlawed  and  to 
eliminate  the  Government  "monopoly"  on  merchandising  terms  such  as  occurs  by 
use  of  the  present  grade  names.   However,  he  reported  taking  no  action  to 
achieve  these  modifications  because  he  considered  them  to  be  a  producer- consumer 
problem,  not  a  problem  of  the  packer. 

69/  A  study  of  this  nature  is  under  way  in  the  Department  of  Agriculture. 
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IV.   POLICIES  AND  PRACTICES  OF  INDEPENDENT  PACKERS  ON  GRADING 

The  independent  packer  classification  refers  to  packing  firms  which  were 
not  affiliated  with  the  national  packers.   Forty-six  independent  packers  were 
interviewed  in  the  field  and  data  or  information  were  obtained  from  all  res- 
pondents on  particular  questions.   Three  packers,  however,  did  not  supply  data 
on  volume  of  beef  sold.   The  remaining  ^3  estimated  that  in  1955  they  handled 
approximately  1.1  billion  pounds  of  beef  or  8.1  percent  of  the  total  United 
States  beef  production  in  1955* 

The  43  independent  packers  contributing  volume  information  on  beef  were 
distributed  among  the  k   principal  regions  as  follows:   7  in  the  Northeast, 
16  in  the  North  Central  region,  7  in  "the  South,  and  13  in  the  West.   The  aver- 
age annual  volume  of  beef  sold  in  the  4  3  plants  was  about  25. 7  million  pounds 
compared  with  an  average  annual  volume  for  all  commercial  plants  in  the  United 
States  of  about  k.2   million  pounds.   Packers  interviewed  in  the  Western  region 
sold  larger  average  volumes  of  beef  than  other  packers  in  the  sample  while  the 
average  beef  volumes  of  packers  contacted  in  the  South  were  considerably  smaller 
(table  Ik). 

Sample  packers  in  most  cities,  Houston  and  Atlanta  particularly,  were  local 
packers  in  the  sense  that  virtually  all  of  their  beef  ordinarily  was  sold  to 
local  buyers.   However,  11  of  the  4  3  packers,  located  mainly  in  Denver,  Omaha, 
and  Chicago,  classified  as  shipper  type  packers  as  the  bulk  of  their  beef  sales 
were  made  to  distant  accounts. 


General  Policies  of  Independent  Packers  on  Grading 

Policies  of  independent  packers  on  grading  were  not  readily  discernible. 
In  many  cases  it  appeared  doubtful  that  a  policy  as  such  existed — most  of  the 
packers  simply  handled  types  and  grades  of  beef  as  required  by  their  customers 
and  seemed  to  regard  Federal  grading  and  U.  S.  grades  as  an  accomplished  fact. 
Some  were  surprised  at  the  suggestion  of  policy  alternative  on  grading.   All 
independent  packers  in  the  sample  handled  federally  graded  beef  to  one  extent 
or  another.   Most  had  a  high  percentage  of  their  beef  rolled  with  U.  S.  grades. 

Type  and  Extent  of  Grading  Employed 

Information  on  type  of  grading  employed  was  obtained  from  k2   independent 
packers.   Block  beef  comprised  about  86  percent  of  the  beef  slaughter  of  these 
packers.   This  varied  among  types  and  sizes  of  packers  and  among  packers  in 
different  regions  (table  lk) .   Respondents  in  the  South,  small  volume,  and  local 
type  packers  handled  relatively  small  percentages  of  block  beef. 

About  77  percent  of  the  beef  handled  by  k-2.   sample  firms  was  classified  as 
federally  graded  meat,  2  percent  was  sold  packer  branded,  and  21  percent  was 
sold  ungraded  (table  lk) .      Variations  in  the  data  on  type  of  grading  among 
regions,  size  classes  of  packers,  and  types  of  packers,  however,  were  evident. 
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Table  l4. — Independent  packers:  Number  reporting,  percentage  of  block  "beef 
slaughtered  and  percentage  distribution  of  sales  by  type  of  grading, 

by  region,  size,  and  type,  1956 


Sample 
packers 

Block  beef 

Region,  size, 
and  type  of 

Percent- 
age of 
total 
slaughter 

Type  of  grading  employed 

packer 

Federal 

:  Packer 

Ungraded : 

Total 

Region:  l/ 

North  Central  . 
South  

Number 

7 
15 

7 
13 

Percent 

7^-5 
91-5 
64.  3 

87.3 

Percent 

85.9 

77A 
21.3 
77.8 

Percent 

0.5 

.6 

1.6 

k.l 

Percent 

13.6 
22.3 

77-1 
18.1 

Percent 

100.0 
100.0 
100.0 

100.0 

Total  sample 

42 

86.0 

76.9 

2.1 

21.0 

100.0 

Size  of 
packer:  2/ 
Small  

24 

12 

6 

66.5 
90.7 
92.9 

64.7 
74.8 
85.1 

1-3 

3-5 

.8 

34.0 
21.7 
14.1 

100.0 

100.0 
100.0 

Total  sample 

42 

86.0 

76.9 

2.1 

21.0 

100.0 

Type  of 
packer:  3/ 

32 
10 

78.7 
96.1 

7l.l 
81.1 

3.6 

.8 

25.3 
18.1 

100.0 

100.0 

Total  sample 

42 

86.0 

76.9 

2.1 

21.0 

100.0 

l/  "Northeast"  includes  sample  packers  in  or  near  New  York  and  Baltimore; 
"North  Central"  includes  sample  packers  in  or  near  Chicago,  Cincinnati, 
Omaha,  and  St.  Louis;  "South"  includes  sample  packers  in  or  near  Atlanta  and 
Houston;  and  "West"  includes  sample  packers  in  or  near  Denver,  Los  Angeles, 
San  Francisco,  and  Seattle. 

2/  "Small"  includes  packers  with  annual  sales  volumes  of  0-19  million  pounds; 
"medium"  refers  to  the  volume  range  of  20-49  million  pounds,  and  "large" 
indicates  packers  selling  50  million  pounds  or  more  annually. 

3/  A  "local"  type  packer  "was  defined  as  a  packer  selling  almost  exclusively 
to  local  accounts  which  were  those  in  the  general  vicinity  of  the  packer. 
"Shipper"  type  packers  regularly  sell  considerable  quantities  of  beef  to 
distant  accounts. 
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The  percentage  of  block  "beef  federally  graded  was  highest  in  the , Northeast  and 
lowest  in  the  South.   A  relatively  larger  percentage  of  the  "beef  sold  by  con- 
tributing packers  in  the  West  than  in  other  regions,  according  to  table  1^, 
was  sold  under  a  private  packer  brand.   Data  from  other  studies  show,  however, 
that  few,  if  any,  of  the  independent  packers  in  California  which  were  not 
included  in  the  study  sold  beef  under  a  packer  brand.  "JOj 

The  percentage  of  beef  federally  graded  tended  to  increase  with  the  volume 
of  beef  handled  (table  15) •   One  reason  for  this  is  that  the  larger  packers 
usually  specialized  in  bulk  sales  to  distant  accounts.  As  indicated  in  the 
data  under  "type  of  packer, "  shipper  type  packers  tended  to  sell  a  higher  per- 
centage of  federally  graded  beef  than  local  packers. 

Table  15 • --Independent  packers:   Number,  average  volume  of  beef  sold  per  plant, 
and  estimated  grade  level  of  all  beef  sold,  by  regions,  195^ 


Region  l/ 


Sample 
packers 


Average 
dressed 
weight 
of  beef 

sold 
per 

plant 


Estimated  grade  level  of  all  beef  sold 


Prime 


Choice 


Good 


Commer- 
cial 


Other 


Total 


Number  Pounds  Percent  Percent  Percent  Percent  Percent  Percent 


Northeast  

North  Central  . 

South  

West  

United  States 


7 
16 

7 
13 


25,000 

26,063 

6,k66 

36,130 


3^.1 
ik.Q 

.h 
5-2 


T3        25,7^3      13.1 


ko.k 
58.3 

6.7 
59.3 


13.^ 

17.2 
10.5 
18.1 


10.8 
5.6 
6.1 
8.2 


53.8 


16.7      ~T7o" 


1.3 
k.i 

76.3 
9.2 


100.0 
100.0 
100.0 
100.0 


8.8   100.0 


l/  For  definitions  see  footnote  to  table  ik. 
Grade  Levels  Handled 

More  than  one-half  of  the  block  beef  handled  by  independent  packers, 
according  to  estimates  of  these  packers,  qualified  for  the  U.  S.  Choice  grade 
and  67  percent  would  have  graded  either  Choice  or  Prime  (table  15)«   Large 
percentages  of  Prime  and  Choice  grade  beef  were  sold  by  sample  packers  in  the 
Northeast  and  North  Central  regions.   Consumers  in  the  Northeast,  the  Kosher 
trade  particularly,  tend  to  prefer  the  heavier,  more  highly  finished  cattle  and 
most  of  the  packers  contacted  in  the  New  York  area  were  Kosher  slaughters.  Much 
of  the  Prime  beef  reported  in  the  North  Central  region  was  accounted  for  by 
packers  in  the  Chicago  and  Omaha  areas  specializing  in  sales  to  distributors  in 
the  Northeast  or  to  hotel  and  restaurant  supply  houses.   In  the  West,  packers 
tended  to  concentrate  on  the  U.  S.  Choice  grade,  but  the  beef  slaughter  of  coop- 
erating packers  in  the  South  consisted  principally  of  cows  and  grades  other  than 
Prime  and  Choice. 


YO/  Determined  from  basic  data  collected  by  the  USDA  in  studies  of  meat 
wholesaling  in  the  San  Francisco  and  Los  Angeles  areas. 
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Timing  of  the  Decision  to  Adopt  Federal  Grades  and  Grading 

It  "was  difficult  for  some  respondents  to  remember  the  time  of  the  decision 
to  adopt  grading.   Despite  this  obstacle,  28  of  the  k-2   firms  identified  the 
period  when  their  switch  to  grading  "was  made. 

Both  recent  wars,  as  shown  in  the  following  tabulation,  accounted  for  the 
heaviest  proportion  of  the  firms  permanently  adopting  Federal  grading  as  a 
steady  practice.   Results  from  the  compulsory  periods  in  both  wars  left  a  trade 
accustomed  to  Federal  grades  and  engrossed  in  doing  business  on  a  grading  basis. 

Time  Period  Firms  switching  to  grading 

Prior  to  19IH 3 

During  World  War  II ik 

During  Korean  Conflict  8 

Since  Korean  Conflict  3 

Total  sample  28 

The  decision  to  adopt  grading  seemed  to  be  a  permanent  fixture  in  the 
companies  in  the  sample.   No  changes  in  this  respect  were  "being  contemplated. 
A  few,  however,  were  restudying  the  possibilities  of  using  the  private  brand 
as  a  supplemental  device  to  obtain  premium  prices  for  selected  types  of  beef. 


Attitudes  Toward  Grading  Systems 

The  majority  of  the  independent  packers  were  in  favor  of  Federal  grading 
in  some  form;  20  firms  were  in  favor  of  the  present  system  and  6  companies 
preferred  the  present  system  with  modifications.  "Jl/     Four  firms  were  in  favor 
of  strengthening  the  present  system  by  adding  a  compulsory  feature  for  all 
slaughterers,  but  16  firms  were  in  favor  of  abandoning  Federal  grades  and 
grading  altogether.   Thus,  30  of  the  k6   packers  interviewed  were  in  favor  of 
Federal  grading  In  some  form. 

Marked  differences  in  attitudes  concerning  Federal  grades  and  grading 
were  evident  among  independent  packers  classified  by  location,  sales  tonnage 
and  type  (table  16).   Most  packers  in  each  region  tended  to  be  well  satisfied 
with  the  Federal  grading  of  beef.   Packers  in  the  South  and  West,  the  larger 
volume  independent  packers,  and  the  shipper  type  packers  indicated  satisfaction 
with  grading  more  frequently  than  other  packers.   Compared  with  other  regions, 
only  57  percent  of  the  packers  in  the  Northeast  and  55  percent  in  the  North 
Central  region  were  satisfied  with  Federal  grading  in  some  form. 


71/  The  principal  modification  suggested  was  the  limitation  of  Federal 
grades  and  grading  to  U.  S.  Good  through  U.  S..  Prime. 
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Ta"ble  16.  --Independent  packers:  Number  reporting  and  percentage  indicating 

preference  on  Federal  grading  of  "beef  by  type  of  preference  and  by 

regional  location,  size,  and  type,  1956 


Region,  type,  and 
size  of  packer  l/ 

Sample 
packers 

Preference 

class  on  Federal 

grading 

Favors 
grading  2/ 

Disfavors 
grading 

Total 

Region :             : 

Number 

7 
18 

8 
13 

Percent 

57 
55 
75 
77 

Percent 

^3 
^5 
25 
23 

Percent 
100 

South  

100 
100 

100 

Total  sample  . 

k6 

65 

35 

100 

Size  of  packer: 

Small  

26 

Ik 
6 

57 
71 
83 

^3 
29 
17 

100 

100 

100 

Total  sample  . 

k6 

65 

35 

100 

Type  of  packer: 

35 
:      11 

62 

73 

38 
27 

100 

100 

Total  sample  . 

k6 

65 

35 

100 

l/  For  definitions  of  regions,  size  classes,  and  types  of  packers  see 
footnotes  to  table  lK. 

2/  Includes  packers  favoring  present  system,  present  system  with  modifica- 
tions, or  compulsory  Federal  grading. 


Reasons  Given  for  Policies  and  Attitudes  on  Grading 

Reasons  stated  by  packers  for  their  policies  on  grading  and  for  their 
expressed  attitudes  are  summarized  below: 


1.   Most  packers  stated  that  grading  was  adopted  in  response  to  demands 
of  customers.  Retailers  and  wholesalers,  it  appears,  were  seeking 
federally  graded  beef  and  tended  to  buy  from  those  firms  handling 
such  beef.   Once  these  buyers  became  adjusted  to  thinking  in  terms 
of  Federal  grades  and  using  them  to  advantage  in  purchasing,  Federal 
grading,  it  was  reported,  was  forced  upon  the  packer. 


-  56  - 

2.  In  explaining  their  present  attitudes,  many  packers  stated  that  as  a 
result  of  consumer  insistence  on  U.  S.  grades  of  beef,  Federal  grading 
had  increased  the  volume  of  beef  handled  "by  the  firm. 

3.  Many  stated  that  the  growth  of  grading  took  away  much  of  the  incentive 
and  opportunity  to  develop  an  increasing  reliance  on  packer  "brands. 
Nine  firms  mentioned  specifically  that  the  advent  of  vide  acceptance 

of  grading  had  resulted  in  depreciating  the  importance  of  their  private 
"brands.   Federal  grades  were  adopted  by  these  firms  partly  as  a  sub- 
stitute. 

k.     Another  large  group  of  packers  stated  or  hinted  strongly  that  Federal 
grades  provided  the  independent  packer  with  increased  competitive  power 
in  opposition  to  the  "brand  pull"  of  the  national  packers.   Federal 
grades  were  reported  to  amount  to  a  nationally  recognized  and  estab- 
lished brand  of  quality  to  which  all  packers  had  equal  access.  Jg/ 

5.  At  the  same  time,  it  was  believed  rather  generally  by  packers  that 
Federal  grading  was  so  thoroughly  entrenched  in  the  beef  trade  that  a 
return  to  the  "no  grading"  era  was  impossible.   Consequently,  several 
packers  expressed  the  opinion  that  opposition  to  grading  was  impractical 
or  futile. 

6.  Nine  packers,  principally  shipper  type  packers,  stated  that  Federal 
grading  made  it  easier  to  sell  to  distant  accounts.   Others  made  the 
same  statement  concerning  large  volume  accounts  while  a  few  indicated 
that  Federal  grades  had  simplified  buying  procedures  for  cattle. 

Further  analysis  of  the  data  showed  that  all  companies  expressing  oppo- 
sition to  Federal  grades  and  grading,  except  one,  were  classified  as  "old, " 
that  is,  origin  dating  19^-1  or  before.   Most  also  had  a  relatively  high  per- 
centage of  their  block  beef  sales  in  the  ungraded  category.   Another  charac- 
teristic of  this  group  was  that  the  independent  retailer  outlet  figured 
prominently  in  the  disposition  of  their  production.   As  indicated  earlier, 
most  of  these  packers  were  small  volume,  local  type  packers. 

Opposition  to  Federal  grading  was  founded  most  frequently  on  the  premise 
that  the  system  hindered  the  selling  of  beef  to  best  advantage  or  actually 
restricted  the  merchandising  abilities  of  packers.   The  firms  opposed  to  Federal 
grading  usually  had  been  selling  beef  in  the  days  when  little  or  no  beef  was 
federally  graded.   Owners  or  operators  of  these  firms  pointed  out  that  grading 
has  tended  to  make  it  more  difficult  for  the  small  volume  firm  selling  to  inde- 
pendent retailers  to  merchandise  his  ungraded  beef  to  best  advantage.   A  review 
of  these  comments  seems  to  indicate  that,  to  the  degree  that  Federal  grading  has 
developed  more  discriminating  or  knowledgeable  buyers,  it  has  made  the  selling 
of  ungraded  beef  more  difficult. 

72/  This,  in  turn,  facilitated  the  entry  of  new  packing  firms  into  the 
industry  and  encouraged  growth  of  existing  independent  firms. 
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A  number  of  the  small  volume  packers  in  the  Northeast  and  the  South  express- 
ing opposition  to  Federal  grading  attributed  reductions  in  their  sales  volumes 
of  ungraded  beef  to  increases  in  shipments  of  the  graded  product  from  the  North 
Central  region.   Some  of  the  strong  support  for  Federal  grading  by  small  inde- 
pendent packers  in  the  South,  however,  appeared  to  stem  from  increased  com- 
petition with  packer  branded  products.   In  recent  years,  packer  branch  houses 
of  the  national  packers  have  become  more  heavily  concentrated  in  the  South. 

Another  set  of  reasons  for  opposition  or  dissatisfaction  were  related  to 
administrative  aspects  of  the  program.   In  some  cases  these  appeared  to  arise 
from  basic  animosity  to  Government  participation  in  the  private  business  activ- 
ities of  the  economy.   Frequent  objection  to  the  cost  of  the  service  was  offered 
by  packers  dissatisfied  with  or  opposed  to  Federal  grading.   Some  packers  re- 
ferred to  total  dollar  costs  which  were  said  to  be  excessive  when  consideration 
was  given  to  value  received. 73/  Others  objected  to  policies  of  the  Grading 
Service  on  locating  graders.   The  inference  could  be  drawn  from  statements  made 
on  this  point  that  if  the  packer  thought  that  the  grader  ^as  a  good  one  he 
favored  his  retention  at  the  plant  for  a  long  period,  and,  if  he  found  the 
grader  displeasing,  he  wanted  a  higher  rate  of  transfer  in  the  Service,  jk/ 
Objection  also  was  voiced  to  allowing  disputed  carcasses  to  be  regraded  in  other 
localities  and  the  recommendation  was  made,  in  this  connection,  to  have  all 
grading  done  at  the  slaughter  point. 

A  third  set  of  objections  revolved  around  the  use  of  Federal  grades  by 
retail  food  chains.   Six  packers  stated  emphatically  and  others  implied  that 
retail  food  chains  use  Federal  grades  to  reduce  the  packer's  selling  ability. 
Thus,  these  explanations  were  related  to  the  general  question  of  merchandising 
opportunities  provided  by  the  Federal  grading  system.  75/ 

Buying  Policies  and  Practices  of  Independent  Packers 
as  Related  to  Grading 

Independent  packers  indicated  that  the  Federal  grades  for  beef  form  an 
important  influence  in  the  buying  of  live  cattle  for  slaughter.   It  was  clear 
from  the  information  obtained  that  the  Federal  grades  provided  independent 
packers  with  a  common  or  universal  language  and  that  this  facilitated  the  buying 
of  live  cattle.   There  was  also  some  indication  that  recent  increases  in  the 
demand  for  higher  grade  beef  and  in  the  use  of  Federal  grades  for  beef  have 
affected  the  supply  sources  of  independent  packers  for  live  cattle,  the  location 
of  the  packing  industry,  and  the  number  and  volume  of  commercial  feedlots  in  the 
West.   To  some  extent,  these  factors  appear  to  be  related  to  the  trend  toward  an 
increased  degree  of  vertical  integration  among  independent  packers  in  the  Western 
region. 


73/  One  packer  reported  dissatisfaction  with  a  per  pound  cost  of  1/200  of 
1  cent  paid  directly  for  the  service.   Others  mentioned  indirect  costs  of  grading 
involved  in  management  time  taken  in  argument  and  discussion  with  the  grader. 

7k/   One  firm  objected  to  the  grader  being  assigned  to  his  company  for  too 
long  a  period  and  another  complained  that  graders  were  changed  so  frequently  that 
the  company  was  upset  by  a  new  application  of  the  standards. 

75/  See  pp. 60-63, 67-68, 17^-77. 
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Buying  Instructions  of  Independent  Packers 

The  instructions  of  independent  packers  to  "buyers  are  formulated  in  much 
the  same  manner  as  buying  instructions  of  the  national  packer.   One  principal 
difference,  however,  is  that  estimates  of  prospective  wholesale  carcass  values 
are  made  almost  exclusively  in  terms  of  Federal  grades  rather  than  packer  grade 
numbers.   No  independent  packer  contacted  used  a  system  of  packer  grade  numbers. 
As  in  the  case  of  the  national  packer,  however,  the  independent  packer  adjusted 
estimated  wholesale  carcass  values,  although  frequently  in  a  less  precise  manner, 
in  accordance  with  anticipated  costs  and  byproduct  values. 

Sources  of  information  on  wholesale  carcass  prices  used  by  the  independent 
packer  in  buying  cattle  also  were  the  same  as  those  listed  in  the  discussion  of 
national  packers.   Independent  packers,  however,  appeared  to  place  more  emphasis 
on  local  quotations  than  did  the  national  packers. 

The  decision-making  process  was  executed  with  varying  degrees  of  sophisti- 
cation among  the  independent  packers  interviewed.   In  many  cases,  particularly 
where  the  respondent  was  a  relatively  large  volume  packer,  the  procedure  was 
similar  to  that  described  for  national  packers.   In  other  cases,  usually  the 
smaller  packers,  the  process  was  handled  informally  with  the  principal  reliance 
being  placed  upon  "judgment"  or  "years  of  experience."  But  although  variations 
were  encountered  with  respect  to  details,  the  general  outlines  of  the  technique 
described  earlier  were  followed  closely  in  formulating  instructions  to  buyers 
as  well  as  in  the  actual  buying  process. 

Influence  of  Official  Grade  Standards  in  Buying 

Independent  packers  reported  occasional  use  of  grade  terminology  in 
bargaining  for  live  cattle  but,  at  best,  this  was  an  inexact  reference  because 
the  animals  were  not  officially  graded  and,  therefore,  such  usage  appeared  to 
be  a  persuasive  device  which  a  bargainer  might  adopt  to  secure  acceptance  of 
his  offer.   Spasmodic  reference  was  made  in  the  bargaining  to  "top,"  "middle," 
and  "low"  when  grades  were  introduced  in  the  buyer-seller  discussions.   Federal 
grades,  either  on  a  live  or  carcass  basis,  were  not  used  in  any  precise  manner 
in  buying  cattle.   Reasons  for  this  stem  from  the  variety  of  estimates  which 
the  packer  buyer  must  make,  the  uncertainty  of  these  estimates,  differences 
among  packers  and  packer  buyers  in  methods  of  computing  estimates,  and  differ- 
ences between  buyers  and  sellers  concerning  physical  attributes  of  the  animals 
being  purchased. 

Analysis  of  independent  packers'  buying  operations  point  to  the  conclusion 
that  the  Federal  grades  form  an  important  influence  in  the  buying  of  live  cattle. 
In  a  strict  sense,  grades  are  a  principal  factor  in  the  case  of  the  independent 
packer  rather  than  simply  another  factor,  as  in  the  case  of  the  national  packer, 
since  they  provided  the  basic  foundation  as  well  as  much  of  the  superstructure 
in  the  decision-making  process  of  the  independent  packer.   The  grade  served  the 
independent  packer  as  a  determinant  of  a  reasonable  figure  around  which  clustered 
a  schedule  of  offering  prices  for  animals  filling  particular  specifications. 
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Respondents  "were  conscious  of  a  -wholesale  price  differential  among  grades  of 
beef  and  seemed  aware  that  the  grades  provided  a  common  or  universal  language. 
Independent  packers  used  the  grades  as  a  widely  accepted  and  readily  understood 
medium  for  translating  market  demands  in  the  form  of  current  wholesale  prices 
into  estimated  future  prices  and  for  converting  these  prices  into  equivalent 
live  animal  prices. 

Since  both  buyer  and  seller  must  deal  with  more  than  one  factor  affecting 
price  and  must  resort  to  estimates  on  such  vital  areas  as  grades  and  yields, 
there  is  some  room  for  bargaining  to  take  place  in  the  buying  of  cattle.   There 
is  little  question,  however,  that  the  grading  system  provides  broad  categories, 
not  always  distinct,  within  which  this  bargaining  takes  place. 

Effects  of  Grading  on  Sources  of  Live  Cattle  and  Changes 
in  the  Location  of  the  Independent  Packing  Industry 

Information  received  in  the  interviews  suggest  that  grading  has  an  influence 
on  the  sources  from  which  the  Independent  packer  may  obtain  his  live  cattle.   It 
was  found,  in  general,  that  the  firms  in  the  sample  bought  cattle  to  meet  the 
quality  specifications  of  their  customers.   The  packer  obtained  these  cattle  as 
much  as  possible  from  local  markets.   In  some  areas,  however,  the  local  supply 
of  cattle  was  insufficient,  particularly  for  cattle  which  would  grade  in  the 
higher  categories  (Prime  and  Choice).   Consequently  packers  in  these  areas  often 
purchased  the  higher  grades  of  live  cattle  from  more  distant  markets.   Before  so 
doing,  however,  the  firm  had  to  decide  whether  or  not  these  purchases  could  be 
made  at  a  sufficiently  attractive  price  to  warrant  attempting  to  satisfy  the 
high  quality  demand.   This  required  wholesale  price  comparisons  among  local  and 
distant  markets.   Use  of  the  uniform  Federal  grade  terminology,  logically, 
facilitated  these  comparisons. 

The  data  suggest  that  the  net  result  of  such  comparisons  has  been  a  tendency 
toward  the  movement  of  beef  slaughtering  to  areas  where  fed  slaughter  cattle  are 
produced  rather  than  the  movement  of  these  cattle  to  distant  packers.   Several 
of  the  largest  volume  packers  were  situated  in  areas  where  high  quality  cattle 
were  raised.   Consequently,  these  packers  killed  in  the  higher  quality  levels 
and  shipped  a  considerable  amount  of  this  production  to  distant  beef  deficit 
areas.   It  appears  that  the  general  acceptance  of  U.  S.  grades  has  tended  to 
support  these  operations. 

Effects  on  Growth  and  Development  of  Commercial  Feedlots  in  the  West 

These  developments  appear  to  have  markedly  affected  packers  and  other  beef 
market  interests  in  the  West  and  in  the  Southwest  where  shipping  distances  tend 
to  be  greater  than  in  the  East  and  Middle  West.   Packers  and  others  interviewed 
in  the  West  reported  a  marked  rise  in  the  demand  for  the  higher  grades  of  beef 
during  World  War  II  and  shortly  thereafter.   Prior  to  this  period,  relatively 
few  cattle  were  fed  in  the  West  to  quality  levels  above  the  present  U.  S.  Good 
grade.   The  relative  rise  in  demand  for  the  higher  grades  appeared  to  result 
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directly  from  policies  of  leading  retailers  providing  for  merchandising  of  "beef 
on  a  Federal  grade  basis.   Additional  factors  undoubtedly  vere  partly  responsible. 
Nevertheless,  packers  on  the  vest  coast  found  themselves  faced  with  heavy  trans- 
portation costs  for  high  quality  beef  animals  produced  in  the  Midwest.   Conse- 
quently, they  began  offering  prices  for  locally  produced  cattle  of  high  quality 
which  tended  to  stimulate  the  development  and  growth  of  a  commercial  cattle 
feeding  industry  in  the  West. 

Attractive  prices  on  higher  grades  of  fed  cattle  along  with  a  number  of 
other  factors  appear  to  have  induced  a  number  of  packers  in  the  western  region 
to  vertically  integrate  by  obtaining  feedlots.   Packers  owning  feedlots  are 
concentrated  largely  in  San  Francisco,  Los  Angeles,  and  Seattle.   By  chance, 
8  of  the  9  independent  packers  interviewed  in  these  cities  had  feedlots.   Only 
a  few  of  the  feedlots  in  the  West,  however,  are  owned  by  packers.   In  addition, 
it  is  clear  from  information  available  in  other  studies  that  most  independent 
packers  in  the  West  did  not  own  feedlots.   They  do,  however,  frequently  own 
high  percentages  of  the  cattle  in  feedlots  operated  by  others.  76/ 

The  number  of  large  commercial  factory-like  feedlots  in  the  West  increased 
during  the  late  19^-0'  s  but  the  upward  trend  in  numbers  of  cattle  fed  in  the  West 
has  accelerated  since  1950.   By  January  1,  1957?  there  were  more  than  twice  as 
many  cattle  on  feed  in  the  11  western  States  as  on  this  data  during  the  period 
19^-7-51  •   In  California  alone,  cattle  feeding  more  than  tripled  in  the  7-year 
period  1950-57. 

The  commercial  feeding  industry  developed  and  grew  more  or  less  in  response 
to  demands  of  large  quantity  buyers  for  a  steady  flow  of  high  quality  beef. 
Thus,  it  becomes  apparent  that  the  demand  for  the  higher  grades  of  beef  has  had 
a  bearing  on  the  rise  of  feedlots  and  feeding  in  the  West.   It  may  also  have 
been  responsible  for  some  vertical  integration  in  the  packing  industry  in  the 
West.   In  addition,  there  appears  to  have  been  some  relationship  between  in- 
creases in  the  demand  for  higher  quality  beef  in  the  West  and  growth  in  the 
use  of  Federal  grades  for  beef  in  that  area  by  leading  retailers.   This  will 
become  more  clear  in  the  chapters  dealing  with  retailers. 

Inplant  Operations  of  Independent  Packers  as  Related  to  Grading 

Independent  packers  were  asked  a  series  of  questions  designed  to  reveal 
decision-making  processes  within  the  packing  plant  as  related  to  grading. 
They  were  asked  to  explain  how  they  determined  which  carcasses  would  be  graded 
by  a  Federal  grader,  which  would  be  packer  graded  and  stamped  with  a  packer 
brand,  and  which  would  be  left  ungraded.   In  addition,  they  were  asked  to 
describe  the  procedures  involved  in  implementing  inplant  decisions  related  to 
grading.   In  particular,  they  were  asked  to  explain  policies  and  procedures 
with  respect  to  the  handling  of  "liner"  cattle. 

76/  One  publication  shows  that  in  1952-53  packers  owned  28  percent  of  the 
cattle  in  feedlots  of  9  western  States.   Only  8  percent  of  all  cattle  fed  in 
these  States,  however,  were  in  feedlots  owned  by  packers   (26,  p.  k-Q) . 
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Liners  are  important  to  packers  and  in  this  study  for  the  reason  that  they 
represent  the  principal  problem  area  in  grading.   Quality  merits  of  live  cattle, 
for  instance,  are  difficult  even  for  experienced  cattle  buyers  to  determine  -with 
precision  and,  consequently,  the  packer  is  always  faced  with  the  risk  of  paying 
Choice  grade  prices  on  cattle  that  in  carcass  form  are  ultimately  graded  Good. 
In  addition,  packers  observe  that  "almost  Choice"  grade  carcasses  are  fully  as 
acceptable  to  many  buyers  as  many  carcasses  actually  rolled  Choice.   Still,  the 
packer  finds  he  must  accept  a  significantly  lower  price  on  many  of  the  "almost 
Choice"  carcasses  than  on  carcasses  only  slightly  superior  with  respect  to  a 
particular  grade  factor.   This  factor  might  be  conformation  which  is  not  related 
directly  to  quality  as  defined  by  the  standards. 

General  Inplant  Procedure  in  Grading 

The  inplant  grading  procedures  of  independent  packers,  with  the  exception 
of  less  emphasis  on  and  attention  to  packer  brands,  are  about  the  same  as  those 
followed  by  national  packers.   A  Federal  grader  ordinarily  is  requested  to  appear 
at  the  plant  l8  to  36  hours  after  slaughter.   The  grader  enters  the  packer's 
cooler  usually  with  some  sort  of  instructions  in  hand  from  the  head  beef  sales- 
man or  other  designated  employee.   These  instructions  were  about  the  same  as 
those  described  in  the  discussion  on  national  packers. 

The  independent  packer,  as  well  as  the  national  packer,  ribs  carcasses  of 
most  liner  cattle  or  of  other  cattle  on  which  he  may  question  the  decision  of 
the  grader  as  represented  by  the  block  stamp.   Similarly,  beef  carcasses  of 
independent  packers,  depending  on  the  final  decision  of  the  grader  and  estab- 
lished policies  of  the  packer,  will  be  rolled  with  a  U.  S.  grade  in  accordance 
with  the  final  decision  of  the  grader,  rolled  with  a  packer  brand,  or  left  as 
though  ungraded. 


General  Grading  Policies  and  Practices 
on  Liners 

It  is  clear  from  table  15  that  most  independent  packers  had  established 
a  policy  of  federally  grading  the  bulk  of  their  block  beef.   However,  respondents 
were  queried  also  concerning  variations  in  grading  policy  among  one-third  grade 
categories  within  the  top  k   grades:   Prime,  Choice,  Good,  and  Commercial.   The 
top  one- third  of  cattle  in  each  grade  other  than  Prime  consists  principally  of 
liners. 

The  general  policy  of  independent  packers  with  respect  to  liners  was  to 
leave  them  ungraded  and  attempt  to  sell  them  at  a  premium.   However,  12  of  the 
k6   packers  interviewed  attempted  to  secure  a  premium  on  liners  by  rolling  one 
of  their  packer  brands  on  them.   Several  of  the  packers  that  had  liners  rolled 
with  the  applicable  Federal  grade  and  tried  to  sell  them  at  a  premium  over  other 
carcasses  similarly  rolled  while  other  packers  made  no  attempt  to  obtain  a 
premium.   Most  packers  sell  at  least  some  beef  in  the  form  of  primal  cuts  and 
it  appeared  from  comments  offered  by  a  number  of  packers  that  they  break  a  higher 
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percentage  of  liners  than  of  other  beef  carcasses.  77/  One  reason  for  this  is 
that  frequently  some  cuts  of  top  Good  grade  carcasses,  the  ribs  and  loins  for 
example,  will  grade  Choice,  particularly  if  conformation  was  an  important 
factor  in  downgrading  of  the  carcass. 

A  few  packers  had  established  a  policy  of  selling  liners  "on  condition" 
to  a  distant  wholesaler.   In  these  cases,  the  carcasses  usually  were  offered 
by  the  wholesaler  for  regrading.   The  packer  may  be  paid  in  accordance  with  a 
schedule  of  previously  agreed  upon  prices  by  grade  but  the  total  sum  received 
depended  upon  the  final  grade  disposition  of  the  liner  cattle.   Some  packers 
felt  that,  depending  upon  market  price  conditions,  this  was  a  practicable 
operating  policy  because  there  was  little  chance  that  the  liners  would  receive 
a  grade  lower  at  the  distant  location  than  the  one  they  would  have  received  at 
the  packing  plant  whereas  there  was  a  good  chance  that  at  least  a  few  of  the 
liners  would  be  upgraded  at  the  distant  location. 


Policies  and  Practices  on  Liners  in  Particular  Grades 

Variations  were  apparent  with  respect  to  most  independent  packers  in 
policies  on  liners  as  applied  to  different  grades.   Throughout  the  sample  it 
was  found  that  packers  usually  had  Federal  grades  rolled  on  all  Prime  and  Choice 
cattle.   For  the  most  part,  customers  of  packers  for  high  quality  beef  apparently 
want  their  beef  stamped  with  a  Federal  grade.   Some  independent  packers,  however, 
attempted  to  secure  a  price  premium  for  Prime-Choice  liners  over  other  carcasses 
in  the  Choice  grade.   Three  packers,  for  instance,  indicated  that  they  rolled 
some  of  their  top  quality  Choice  and  all  Prime  handled,  if  any,  with  a  packer 
brand. 

This  pattern  of  policy  and  decision  among  independent  packers  did  not  pre- 
vail in  the  Good  grade  category.   Probably  more  cattle  come  to  market  in  the  top 
Good  category  than  in  the  top  of  any  other  grade.   In  addition,  wholesale  carcass 
price  differences  between  Good  and  Choice  sometimes  are  substantial.   Conse- 
quently, liner  cattle  are  more  of  a  problem  for  Federal  graders  and  packers  alike 
in  the  top  Good-low  Choice  range  than  at  any  other  points  in  the  range  of  quality. 

A  substantial  portion  of  the  independent  packers  contacted,  43  percent, 
left  a  majority  of  their  top  Good  carcasses  ungraded;  7  percent  of  the  firms 
rolled  the  majority  of  top  Good  with  their  own  packer  brands  while  the  remaining 
50  percent  used  the  Federal  grade  stamp  on  a  majority  of  their  top  Good.   It  was 
customary  for  those  firms  which  rolled  the  Federal  grade  stamp  on  top  Good  to  do 
so  throughout  the  category,  that  is,  on  middle  and  low  Good. 

Several  factors  were  found  to  be  involved  in  the  decision  regarding  the 
rolling  of  top  Good  carcasses.   According  to  the  respondents,  the  price  spread 
between  Choice  and  Good  was  an  important  factor.   In  periods  when  this  spread 
widened,  the  tendency  to  omit  the  Federal  grade  on  the  top  Good  cattle  increased 

77/  The  Federal  grader  may  be  called  in  to  grade  primal  cuts  as  well  as 
carcasses. 
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and  vice  versa.   Some  independent  packers  tried  to  use  their  own  "brands  on  top 
Good  carcasses  but  most  of  them  found  little  acceptance  for  their  brand  unless 
it  had  been  established  over  an  extended  period  of  years.   Shipper  type  packers, 
those  who  consistently  shipped  a  significant  portion  of  their  beef  to  distant 
markets,  tended  to  roll  top  Good  with  the  Federal  grade.   Packers  specializing 
in  lower  quality  "beef  also  tended  to  roll  top  Good  with  the  Federal  grade  stamp 
because  most  of  their  customers  were  not  interested  in  beef  higher  in  quality 
than  middle  or  low  Good. 

Markets  for  ungraded  Choice-Good  liners  apparently  have  developed  in  some 
cities  such  as  Baltimore  and  Cincinnati  for  two  principal  reasons:   (l)  Seasonal 
variations  in  the  local  supply  of  Choice  grade  beef,  and  (2)  demands  of  customers 
who  desire  many  of  the  advantages  of  quality  represented  by  Choice  but  who  are 
not  willing  to  pay  the  Choice  grade  price.   Packers  reported,  further,  that 
wholesalers  were  often  a  ready  market  for  liners  and  that  they  procured  this 
beef  for  breaking  and  regrading. 

A  rather  consistent  policy  throughout  the  sample  with  respect  to  the  Com- 
mercial grade  was  to  leave  this  beef  ungraded.   Only  22  percent  of  the  firms 
interviewed  had  more  than  half  of  their  Commercial  beef  federally  graded. 
Apparently  there  was  little  demand  for  the  Federal  grade  stamp  on  Commercial 
type  beef.   This  is  supported  by  evidence  in  the  wholesaler  and  retailer  samples. 
Those  firms  which  rolled  Commercial  beef  with  the  Federal  grade  stamp  were  sell- 
ing such  products  largely  to  Government  agencies  and  institutions  which  buy  on 
a  graded  basis. 

Some  Conclusions  Regarding  Liners 

The  principal  conclusion  suggested  by  analyses  of  inplant  grading  operations 
of  packers  is  that  it  is  possible  under  certain  conditions  to  sell  beef  "more 
advantageously"  by  not  using  the  Federal  grade  stamp.   A  number  of  packers 
reported,  for  instance,  that  a  selling  price  for  top  Good  that  averaged  higher 
than  the  market  price  for  federally  graded  middle  or  low  Good  and  close  to  the 
Choice  grade  price  could  often  be  obtained  by  rolling  these  top  Good  carcasses 
with  a  packer  brand  or  leaving  them  ungraded.   On  carcasses  weighing  several 
hundred  pounds  this  could  make  a  marked  difference  in  the  net  revenue  received 
from  sale  of  a  beef  carcass.   This  suggests,  in  turn,  that  Federal  grades, 
particularly  in  the  upper  quality  portion  of  the  Good  grade,  may  tend  to  restrict 
merchandising  opportunities  of  packers  to  some  extent.   It  also  suggests,  how- 
ever, that  customers  of  packers  are  able  and  willing  to  purchase  beef  at  prices 
on  intermediary  levels  between  those  associated  with  the  Federal  grades.   In 
attempting  to  obtain  these  intermediary  prices  on  liner  beef,  the  independent 
packer  has  a  number  of  alternatives  available  to  him. 

Another  conclusion  suggested  is  that  Federal  graders  probably  are  contin- 
ually under  considerable  pressure  from  packers  with  respect  to  the  grading  of 
liners.   Most  of  the  differences  of  opinion  and  much  of  the  dissatisfaction  of 
packers  with  respect  to  Federal  grades  and  grading,  where  this  is  evident,  prob- 
ably arises  from  the  grading  of  liners,  particularly  Choice-Good  liners.   Conse- 
quently, division  of  one  or  more  of  the  present  grades  into  two  or  more  might 
multiply  the  number  of  liners,  increase  the  area  of  disagreement,  and  add  to  any 
present  dissatisfaction  among  packers. 
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Sales  and  Selling  Policies  and  Practices  as  Related  to  Grading 

Independent  packers  -were  queried  in  some  detail  concerning  their  sales 
policies  and  practices.   Specifically,  they  were  asked  to  indicate  (l)  their 
principal  types  of  "buyers  "by  type  of  grading  and  the  quality  specifications  of 
the  different  types  of  "buyers;  (2)  variation  and  frequency  of  particular  selling 
methods;  (3)  the  nature  of  their  advertising,  merchandising,  and  promotional 
programs  for  beef;  and  (k)   their  experience  concerning  price  differentials  for 
quality  within  grade. 

Distribution  by  Type  of  Customer 

Independent  -wholesalers,  retail  food  chains,  and  independent  retailers  are 
the  principal  customers,  in  the  order  mentioned,  for  block  beef  sold  by  inde- 
pendent packers  (table  17) •   Independent  packers  sell  most  of  their  federally 

Table  17. --Independent  packers:   Percentage  disposition  of  block  beef, 
^y  "type  of  grading  and  sales  outlet,  United  States,  195& 


Type 

of  gradi. 

ng 

Sales  outlet 

[   Federally) 
\      graded  [ 

Packer 
branded 

:  Ungraded 

Total 

:   Percent 
':            36 

Percent 

23 
39 

Percent 

Ik 
kl 

Percent 

31 
2k 

. . . .  :     19 

Total  retail  

:     55 

62 

55 

55 

:      2 

3 

3^ 

1 

6 

3k 
5 

3 

39 

3 

. . . .  :     kl 

....:           45 

30 

45 

45 

Total  1/  

:    100.0 

100.0 

100.0 

100.0 

l/  As  shown  in  table  ik,    76  •  9  percent  of  respondents  block  beef  sales  was 
federally  graded,  2.1  percent  was  packer  branded,  and  21.0  percent  was  ungraded. 

graded  and  packer  branded  beef  as  well  as  most  of  their  ungraded  production  to 
independent  wholesalers  .  The  retail  chains  are  the  second  largest  buyers  of 
independent  packers  federally  graded  and  packer  branded  beef „  The  wholesalers 
and  chains  are  relatively  large  volume  accounts.  It  appears,  therefore,  that 
relatively  high  percentages  of  the  independent  packers'  beef  was  sold  to  large 
volume  accounts.  In  addition,  since  independent  wholesalers  sell  mainly  to 
retailers  or  restaurants,  as  will  be  shown  in  the  next  chapter,  most  federally 
graded  beef  sold  by  independent  packers  apparently  reaches  consumers  either 
through  retail  food  chains  or  in  dining  establishments. 
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A  much  higher  percentage  of  the  federally  graded  beef  than  of  packer 
branded  or  ungraded  "beef  was  sold  by  packers  to  chains.   This  fact  -will  be 
referred  to  and  dealt  -with  in  more  detail  at  later  points  in  the  report. 
Independent  retailers  purchased  larger  percentages  of  packers'  ungraded  and 
packer  branded  beef  than  of  their  federally  graded  product,  but  in  terms  of 
actual  pounds,  they  purchased  more  federally  graded  beef. 

Packers  in  the  western  region  sold  relatively  high  percentages  of  their 
federally  graded  beef  to  food  chains  but  correspondingly  small  percentages  to 
independent  wholesalers  (table  18) .   The  basic  reasons  for  this  stem  from  the 

Table  18. --Independent  packers:   Percentage  of  federally  graded  block  beef 

by  region  and  type  of  outlet 
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packers 
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food 
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Other 
retail 


Packer 
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houses 


Whole- 
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distri- 
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Total 
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Northeast  

North  Central  

South  
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(total  sample) 
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16 
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12 

63 
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6l 
48 

3 

28 


1/ 
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100 
100 

100 


h3 


36 


19 


ki 


100 


1/  Less  than  0.5  percent. 

relatively  high  concentration  of  chains  in  the  Los  Angeles  area  and  the  heavy 
concentration  of  independent  wholesalers  in  the  Northeast,  many  of  whom  are 
important  sales  outlets  for  shipper  type  packers  in  the  North  Central  region. 

Relatively  few  independent  wholesalers  are  located  in  the  South,  which 
means  that  local  packers  in  that  region  must  sell,  almost  exclusively,  directly 
to  retailers.   Most  of  the  federally  graded  beef  handled  by  these  packers  was 
of  lower  quality  and  was  sold  primarily  to  independent  retailers. 


Selling  Methods  and  Techniques 

The  consensus  of  independent  packers  was  that  federally  graded  beef  is 
easier  to  sell  than  packer  branded  or  ungraded  beef  and  that  comparatively 
little  selling  technique  is  required  when  beef  is  stamped  with  a  Federal  grade. 
Most  selling  was  accomplished  by  telephone  by  a  company  salesman  who  also  per- 
formed the  additional  service  of  selecting  beef  in  the  coolers  for  his  accounts, 
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Most  customers  of  packers,  even  small  independent  retailers,  it  -was  found, 
have  fairly  definite  ideas  concerning  grades  and  quality  of  "beef  desired.   Some 
customers,  however,  readily  supplied  the  packer  -with  statements  of  specifications 
while  others  expected  to  "buy  on  inspection  or  required  the  packer  to  determine 
their  specifications  from  experience  or  extended  conversation. 

In  general,  customers  ■who  sent  out  specifications  to  packers  consciously 
expressed  their  requirements  in  terms  of  Federal  grades.   Such  specifications 
usually  contained  greater  detail  than  simply  the  grade.   For  example,  sex, 
weight,  amount  of  fat,  quality  within  a  grade  and,  in  some  cases,  age  and  color 
of  meat  were  often  specified.   Here  again,  Federal  grades  emerged  as  the  "basic 
framework  around  which  other  factors  affecting  demand  for  particular  kinds  of 
"beef  were  constructed.  Even  customers  for  packer  graded  or  ungraded  "beef  often 
referred  to  a  particular  Federal  grade  in  specifying  type  of  beef  desired. 

Sales  on  inspection  at  the  plant. -  Sales  on  inspection  at  the  packing 
plant  were  decreasing  in  importance  among  sample  firms.   Increasing  reliance 
seemed  to  "be  placed  on  Federal  grades  and  "buyer  specifications.   To  illustrate, 
several  packers  reported  a  cessation  of  inspections  at  the  packing  plant  because 
customers  could  order  with  security  by  Federal  grade  and  more  detailed  specifi- 
cation and  inspect  upon  delivery.   Inspection  at  time  of  delivery  appeared  to 
be  a  general  habit  as  will  be  shown  in  the  chapters  on  wholesalers  and  retailers. 

Standing  orders. -  Many  packers  have  a  few  customers  with  whom  they  make 
verbal  agreements  subject  to  change  concerning  the  delivery,  periodically,  of 
a  specified  quantity  of  beef  at  prices  charged  other  customers  of  the  same  type 
and  size.  78/  Independent  packers  as  well  as  national  packers  reported  that 
the  standing  order  has  increased  in  importance,  to  some  extent,  among  large 
volume  accounts  such  as  chains.   However,  they  pointed  clearly  to  fewer  standing 
orders  among  independent  retailers  and  smaller  volume  accounts  with  Increased 
use  by  these  buyers  of  the  federally  graded  product.   The  assurances  contributed 
by  the  general  acceptance  of  Federal  grading  apparently  have  permitted  these 
small-volume  customers  to  make  limited  commitments  in  favor  of  the  most  advan- 
tageous "buy"  and  to  trade  with  more  confidence  among  more  sources  of  supply 
than  would  otherwise  have  been  the  case. 

Some  independent  packers  believed  that  the  standing  order  could  become  a 
medium  by  which  the  customer  hoped  to  obtain  preferential  treatment  in  the 
packer's  cooler.   These  packers  were  emphatic  about  the  disadvantages  of  such 
treatment  because  it  could  damage  relations  with  the  balance  of  the  customer 
list. 

Although  encountered  infrequently,  the  standing  order  customarily  developed 
from  a  long-term  relationship  between  the  packer  and  his  customer.   Part  of  this 
arrangement,  also,  was  the  understanding  that  the  order  could  be  changed  by  a 
certain  time  in  the  period  involved  and,  in  some  cases,  a  verifying  contact  was 

78/  These  verbal  understandings,  however,  contained  not  only  the  grade, 
but  also  the  other  factors  such  as  sex,  weight,  color  of  lean,  and  so  forth. 
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expected  "before  the  sale  was  consummated.   These  arrangements  were  informal 
and  the  planning  risk  vas  assumed  largely  by  the  packer.   In  general,  the 
chains  desired  federally  graded  Choice  beef  and  some  left  verbal  standing 
orders  to  this  effect.   The  packer  killed  according  to  this  verbal  understand- 
ing unless  notified  of  a  change  by  a  specified  time  in  the  week.  79/ 

Advertising  and  Merchandising  Programs 

In  general,  the  packer  reported  that  his  merchandising  program  consisted 
of  trying  to  obtain  the  best  possible  price  for  his  beef  and  that  this  moti- 
vation prompted  the  use  of  Federal  grades,  packer  brands,  or  ungraded  meat. 
In  this  connection,  much  of  the  discussion  earlier  in  the  chapter  under  "general 
policies  of  packers  with  respect  to  grading"  is  relevant.   No  contact  was  made 
with  any  independent  packer  undertaking  a  special  advertising  or  promotional 
program  for  federally  graded  beef. 

Private  branders  employed  the  newspaper  as  the  leading  advertising  medium 
but  the  main  effort  of  such  advertising  was  placed  on  the  processed  meat  products 
rather  than  on  fresh  beef.   This  advertising  was  programmed  for  the  higher  mark- 
up items  in  the  packer's  line  but  the  packer  expected  that  the  brand  name  pres- 
tige thus  created  would  "rub  off"  on  beef. 

The  general  sentiment  was  that  it  took  more  effort  to  sell  ungraded  than 
graded  beef.   In  some  cases,  the  packer  did  not  consider  ungraded  sales  worth 
"pushing"  because  the  more  desirable  customers  were  buyers  of  federally  graded 
meat.  8o/ 


Sales  Price  Differentials  within  Grades 

Representatives  of  37  firms  stated  that  price  differentials  existed  within 
grades  and  5  company  representatives  said  that  no  such  differential  existed. 
As  several  respondents  stated  specifically,  "buyers  who  shop"  can  obtain  differ- 
ent quotations  for  beef  within  the  same  grade.  Also,  several  independent  packers 
stated,  and  others  implied,  that  customers  who  insist  on  purchasing  beef  from 
within  any  certain  range  of  quality  in  the  grade,  particularly  the  top  one-third 
or  less  of  a  grade,  are  required  to  pay  a  premium  over  prices  of  other  carcasses 
in  the  grade.   It  was  not  always  clear,  however,  when  packers  referred  to  price 
differentials  within  grades  that  they  were  speaking  of  price  differentials  as 
related  to  quality  differences.   In  some  cases,  they  may  have  had  reference  to 


79/  As  a  specific  example  of  the  standing  order  arrangement,  one  packer 
had  a  verbal  agreement  with  an  eastern  jobber  for  7  carloads  of  beef  weekly. 
Actually,  the  eastern  jobber  required  10  carloads  per  week.   The  jobber  main- 
tained a  verbal  standing  order  to  ensure  a  sizeable  portion  of  his  needs  and 
then  shopped  around  to  buy  to  his  best  advantage  on  the  balance  of  his  require- 
ment s . 

80/  As  1  packer  explained,  his  salesmen  were  instructed  to  sell  graded 
meat  while  all  ungraded  sales  were  unsolicited  and  handled  at  the  firm' s  cooler. 
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price  differentials  as  related  to  weight  differences,  sex  differences,  or  other 
factors  such  as  delivery  terms  and  size  of  order,  which  may  he  unrelated  to 
■within  grade  quality  differences.   More  research  on  this  point  is  definitely 
needed. 


Impact  of  Chains 

Independent  packers  offered  "both  general  and  specific  comments  regarding 
the  impact  of  chains  on  their  operations.  Whether  these  packers  -were  opposing 
Federal  grades,  the  food  chain  movement,  or  "both  was  not  always  made  clear  in 
these  comments.   The  following,  listed  in  order  of  frequency  mentioned,  indicates 
the  general  nature  of  these  comments. 

1.  Some  independent  packers  "believed  that  the  reduction  in  the  number  of 
independent  retailer  customers  and  in  the  volume  sold  to  this  kind  of 
outlet,  which  was  attributed  to  increased  sales  through  chains,  had 
hurt  their  business. 

2.  Others  noted  that  the  chain  was  a  most  discriminating  buyer  with  a 
knowledge  of  market  conditions  equal  to  or,  in  many  cases,  superior 
to  that  of  the  packer.   In  following  this  reasoning,  the  independent 
packer  usually  indicated  that  his  bargaining  strength  was  seriously 
weakened  when  chains  accounted  for  a  significant  percentage  of  his 
volume. 

3.  Emphasis  of  chains  on  the  Choice  quality,  according  to  some  independent 
packers,  had  spread  to  other  customers  as  well,  resulting  in  a  rise  in 
the  quality  level  demanded  by  the  general  customer  list  with  particular 
emphasis  on  this  Choice  quality  level. 

k.      Despite  problems  and  risks  which  might  be  associated  with  chain  store 
business,  many  independent  packers  were  grateful  for  the  maintenance 
of  volume  operations.   Even  though  the  chain  was  a  discriminating 
buyer,  compensations  were  available  in  selling  to  chains  in  the  form 
of  lower  selling  costs  and  fewer  credit  risks. 

5.  Some  independent  packers  believed  that  the  chains  had  not  affected  the 
bargaining  power  of  independent  packers  because  the  packer  could  elect 
the  sort  of  outlet  with  which  he  chose  to  do  business. 

6.  A  few  independent  packers  stated  that  chains,  in  effect,  set  prices 
for  the  regions  in  which  they  bought  beef  because  of  their  importance 
as  volume  purchasers.   It  was  felt  generally,  however,  that  the  chain 
did  not  engage  in  "whip-saw"  tactics  with  packers  through  the  unannounced 
and  erratic  shifting  of  orders  among  packers  to  its  advantage  because 
the  chain  had  found  it  necessary  to  maintain  dependable  and  adequate 
sources  of  supply. 
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7-   It  -was  generally  accepted  throughout  the  sample  that  relatively  large 
volume  "buyers,  such  as  chains,  expected  to  receive  quantity  discounts 
from  the  packer.   If  these  buyers  bought  for  warehouse  delivery,  they 
expected  a  further  discount.   In  other  •words,  there  "were  essentially 
three  sets  of  prices  at  which  the  packer  sold  beef:   (l)  Prices  to  the 
small  volume  buyer  for  store-door  delivery — the  distributive  list; 

(2)  prices  to  the  large  volume  buyer  for  warehouse  delivery;  and 

(3)  prices  to  the  large  volume  buyer  for  store-door  deliveries.  The 
necessity  of  offering  beef  to  chains  at  lower  prices  was  objected  to 
by  some  packers. 

From  a  review  of  these  sentiments,  it  is  clear  that  independent  packers 
viewed  the  chain  as  an  advent  of  mixed  blessings  and  disadvantages.   They 
found  the  chain  to  be  a  most  discriminating  buyer  with  whom  they  felt  obliged 
to  deal  in  order  to  maintain  volume  because  of  the  reduction  in  the  number  of 
independent  retail  customers.   Firms  reporting  no  impact  from  chains  were 
largely  slaughterers  of  low  quality  animals  and  Kosher  slaughterers  whose 
standard  outlets  had  been  relatively  unaffected. 

Summary  and  Generalizations 

Independent  packers  have  increased  in  number  and  many  have  grown  consider- 
ably in  volume  since  19^-0.   This  resulted,  in  part,  from  wartime  demands  for 
meat  and,  in  part,  from  the  growing  importance  of  purchases  by  large  volume 
accounts.   Independent  packers  have  adapted  well  to  the  specification  buying 
procedures  of  the  retail  chains  by  specializing  in  fresh  meats  and,  often,  by 
specializing  in  the  particular  qualities  desired  by  their  principal  customers. 
Furthermore,  increased  numbers  of  independent  wholesalers  in  deficit  areas  of 
beef  production  have  greatly  aided  independent  packers  in  the  disposal,  in 
volume,  of  beef  not  meeting  the  quality  specifications  prescribed  by  chain 
retailers.   The  independent  wholesaler  serves  the  independent  packer  in  much 
the  same  capacity  as  the  national  packer  is  served  by  his  branch  house.   Improve- 
ments in  transportation  and  refrigeration  also  have  produced  relative  advantages 
for  the  independent  packer.   These  developments  have  resulted,  frequently,  in 
reduced  operating  and  sales  costs  for  the  independent  packer.   This,  -in  turn, 
has  tended  to  improve  the  competitive  position  of  the  independent  packer  rela- 
tive to  the  national  packer. 

The  Federal  grading  of  beef  appears  to  have  provided  numerous  advantages 
to  most  independent  packers  and  to  have  accelerated  improvements  in  their  com- 
petitive situation.   The  Federal  grades  for  beef  have  been  particularly  bene- 
ficial to  independent  packer's  located  in  surplus  beef  producing  regions  and  far 
from  populous  areas  of  consumption.   To  these  packers,  the  grade  standards 
represent  a  useful  tool  in  selling  beef  as  well  as  in  buying  livestock.   This 
was  true  also  in  areas  such  as  the  west  coast,  where  many  retail  chains  speci- 
fying federally  graded  beef  are  concentrated.   The  Federal  grade  standards  have 
also  been  useful  to  independent  packers  located  in  deficit  areas  of  production 
in  buying  livestock.   These  packers,  however,  have  been  faced  with  growing  com- 
petition from  federally  graded  beef  shipped  into  their  sales  area  from  regions 
of  surplus  production.   Consequently,  some  of  these  packers  dislike  Federal 
grading. 


-  70  - 

About  77  percent  of  the  block,  beef  handled  by  independent  packers  in  the 
sample  "was  federally  graded  and  the  bulk  of  this  was  Choice  grade.   Federal 
grading  vas  adopted  by  independent  packers  mainly  in  response  to  consumer 
demand  and  many  of  the  respondents  stated  that  Federal  grading  had  produced 
favorable  effects  on  their  business  volumes.   Independent  "wholesalers  and 
retail  food  chains,  in  that  order,  are  the  principal  customers  of  independent 
packers.   These  buyers  also  "were  the  principal  customers  of  the  packer  for 
federally  graded  beef. 

Liners  sometimes  presented  independent  packers  with  some  serious  problems. 
These  problems  arise  because  (l)  lines  of  demarcation  between  grades  are  necess- 
arily arbitrary  in  nature,  and  (2)  some  buyers  tend  to  consider  all  carcasses 
•within  a  particular  grade  as  being  of  equal  value.   Independent  packers  expressed 
difficulty  in  merchandising  liners  on  a  Federal  grade  basis.   Consequently,  they 
tended  to  sell  liners  ungraded  or  on  a  packer  brand  basis.   It  appears,  there- 
fore, that  in  one  sense  the  Federal  grades  tend  to  restrict  the  merchandising 
opportunities  of  packers  "within  certain  ranges  of  quality.   Premium  prices  on 
liners,  nevertheless,  sometimes  could  be  obtained  even  on  federally  graded  beef 
if  the  packer  chose  to  take  the  time  required  to  merchandise  his  product. 
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V.   POLICIES  AND  PRACTICES  OF  INDEPENDENT  MEAT  WHOLESALERS  ON  GRADING 

Independent  meat  wholesalers  comprise  an  important  and  increasingly 
large  segment  of  the  wholesale  meat  industry.  As  explained  earlier  there  are 
several  different  types  of  independent  wholesalers.  8l/  Field  interviews 
provided  considerable  data  and  information  on  2  of  these  types,  breakers  and 
jobbers,  and  some  information  on  a  third  type,  boners. 

The  sample  included  22  breakers,  38  jobbers,  and  5  boners  or  a  total  of  65 
firms.  82/  Variations  among  jobbers  and  among  breakers  in  volume  of  beef 
handled  were  large  but  average  volumes  of  breakers  greatly  exceeded  those  of 
jobbers  (table  19) •   One  reason  for  this  is  that  breakers  are  specialists  in 
the  wholesale  distribution  of  beef  whereas  jobbers  tend  to  carry  a  full  line 
of  meats  for  sale  to  the  restaurant  trade.  83/ 

Table  19. — Independent  wholesalers:   Number  reporting  and  estimated  total  and 
average  volumes  of  beef  handled  by  type  of  respondent,  1955 


Establish- 
ments 
reporting 

Volume  of  beef  handled 

Type  of 
wholesaler 

Range 
sample 

among 
firms 

Total 

Average 
per  firm 

High   ; 

Low 

Breakers  

Number 

22 

35 

5 

1,000 
pounds 

36,000 

15,000 

10,000 

1,000 
pounds 

19 
600 

1,000 
pounds 

216,000 

98,000 

15,000 

1,000 
pounds 

9,800 

Jobbers. : 

2,800 

3,000 

62 

— — — 

--- 

329,000 

5,300 

81/  For  definitions  of  these  types  see  Chapter  II,  p.  28-29* 
82/  Numbers  of  boners  were  so  few  that  their  influence  will  be  neglected 
in  most  portions  of  this  report. 

83/  The  larger  volume  breakers  and  jobbers  probably  were  represented  in 
the  sample  to  a  greater  extent  than  would  be  expected  in  a  strictly  represent- 
ative sample  of  such  firms. 


-  72  - 

Most  of  the  jobber  respondents  conducted  an  independent  operation.   Four, 
however,  were  found  to  he  affiliated  with  packing  firms.  84/  These  k   were  the 
largest  jobbers  in  the  sample  in  terms  of  volume  of  beef  handled.   It  was  not 
exceptional  to  find  jobbers  or  breakers  who  conducted  a  combination  of  activ- 
ities, including  retailing.  85/  Breakers  were  not  found  in  every  city  visited, 
but  they  were  found  in  each  of  the  h   regions. 

Jobbers  typically  perform  rather  detailed  services  for  their  customers, 
and  operate  on  a  relatively  high  markup.   Breakers,  on  the  other  hand, 
appeared  to  accept  a  relatively  low  markup,  compensated  for  by  moving  beef  in 
volume . 


General  Policies  and  Practices  on  Grading 

Block  beef  or  beef  for  fresh  consumption  constituted  82  percent  of  the 
breakers'  volume,  9^  percent  of  the  total  pounds  sold  by  jobbers  but  only  37 
percent  of  the  beef  handled  by  boners.  Although  beef  is  sold  by  boners  in 
fresh  form,  it  is  sold  mainly  to  processors  and  to  retailers  for  grinding. 
Breakers  also  sell  some  beef  to  processors. 

Type  of  Grading  and  Extent  of  Use 

The  types  of  grading  employed  by  the  3  types  of  wholesalers  are  shown  in 
table  20.  As  indicated,  85  percent  of  the  block  beef  handled  by  jobbers  and  75 
percent  of  the  breakers'  volume  was  federally  graded.   Only  3  jobbers  estimated 
that  less  than  50  percent  of  their  volume  was  federally  graded.  86/  Virtually 
all  block  beef  sold  by  boners,  on  the  other  hand,  was  ungraded.   Only  the 
jobbers  handled  packer  branded  beef  in  any  volume  and,  among  these  wholesalers, 
firms  selling  packer  branded  beef  were  encountered  infrequently. 


Jobbers  in  the  South,  breakers  in  the  North  Central  region  and  the  South, 
and  relatively  small  volume  wholesalers  tended  to  handle  smaller  percentages 
of  federally  graded  beef.   Ungraded  sales  of  these  firms  appeared  to  reflect 
customer  demand  in  the  lower  income  areas  for  lean,  cheap  beef.   In  addition, 
methods  of  cooking  beef  peculiar  to  particular  ethnic  groups  contributed  to 
the  sale  and  hence  the  purchase  of  ungraded  beef  by  wholesalers. 


W/  Thus,~in  a  strict  sense,  these  k  were  not  independent  wholesalers. 
On  the  other  hand,  they  were  not  owned  by  packers  and,  therefore,  could  not 
be  classified  as  packer  branch  houses. 

85/  Retailing  provided  2  principal  advantages  to  the  jobber.   First,  it 
offered  a  means  of  disposing  of  cuts  difficult  to  sell  in  the  jobbing  or 
purveying  trade  and  secondly,  it  aided  the  jobber  in  purchasing  whole  carcasses 

VhX°h^1/n   tUrn'  reduced  the   need  of  using  breakers  as  a  source  of  supply. 
86/  All  of  these  were  located  in  the  southern  region. 
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Grades  Handled 

Breakers  apparently  handled  higher  percentages  of  the  Prime  and  Commer- 
cial grades  than  jobbers  (table  21).  The  jobbers  concentrated  on  Choice  to 
the  extent  that  their  combined  purchases  of  Prime  and  Choice  represented  89 
percent  of  their  total  purchases  as  compared  with  79  percent  for  breakers. 
Only  k   jobbers  reported  less  than  50  percent  of  their  beef  in  the  Choice 
grade.   Two  of  these  firms  sold  significant  quantities  of  their  graded  output 
to  freezer  customers  and  the  other  obviously  catered  to  the  lower  quality 
restaurant  trade. 

Location  and  volume  handled  also  appeared  to  be  factors  affecting  the 
grade  distribution  of  block  beef  purchased  by  wholesalers.  Wholesalers  in 
the  Northeast,  those  in  the  North  Central  region,  and  the  larger  jobbers  and 
breakers  purchased  relatively  large  percentages  of  the  Prime  quality.   High 
percentages  of  the  Choice  grade  also  were  handled  in  these  regions  but  whole- 
salers in  the  West  concentrated  on  Choice  to  the  extent  of  more  than  four- 
fifths  of  the  total  block  beef  purchased.   Jobbers  as  well  as  breakers  in  the 
South  concentrated  heavily  on  grades  other  than  Choice  and  Prime.   87/ 

A  relationship  was  found  between  the  grade  level  of  beef  purchased  by 
wholesalers  and  the  type  of  grading  employed.  As  in  the  case  of  independent 
packers,  there  was  a  tendency  to  use  Federal  grades  on  higher  quality  beef 
and  not  to  use  them  at  the  lower  end  of  the  grade  scale.  As  the  grade  level 
dropped  below  the  equivalent  of  Good,  the  use  of  Federal  grading  fell  off  to 
a  marked  degree.  88/ 

Reasons  Stated  for  Handling  Federally  Graded  Beef 

In  large  part,  the  insistence  of  wholesalers  on  the  Federal  grade  stamp 
reflected  customer  demand  for  such  evidence  of  quality.   Other  factors,  how- 
ever, were  important.   The  following  notation,  made  by  the  interviewer  in  a 
meeting  with  representatives  of  an  association  of  jobbers,  describes  the  general 
policy  sentiment  found  throughout  the  sample  of  wholesalers:   "The  major 
advantage  of  Federal  grades  is  that  they  provide  quality  standards.   Pur- 
veyors (jobbers)  do  not  seek  to  level  the  competition  on  price  or  service, 
but  they  seek  to  remove  variable  quality  as  a  competitive  factor."  In  short, 
although  wholesalers  felt  that  Federal  grades  were  employed  principally 
because  of  selling  advantages  arising  from  customer  demand  for  Federal  grade 
stamped  beef,  they  recognized  their  general  usefulness  as  a  standard  of 


87/  Six  breakers  reported  a  significant  portion  of  their  volume  in  the 
Good  to  Commercial  to  other  (Utility,  Cutter,  and  Canner)  categories.   Five 
of  the  6  firms  were  located  in  areas  where  local  slaughter  was  of  relatively 
low  quality  and  their  customers  (mainly  independent  retailers  and  boners)  did 
not  require  higher  quality.   In  contrast  to  the  jobber,  the  breaker's  wider 
range  of  customers  influence  him  to  purchase  over  somewhat  broader  quality 
ranges. 

88/  With  few  exceptions  respondents  held  that  their  graded  and  ungraded 
purchasing  pattern  as  well  as  the  grade-mix  of  the  beef  handled  was  fairly 
constant  throughout  the  year  and  tended  to  change  only  in  response  to  extreme 
circumstances . 
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measurement  and  as  a  frame  of  reference.  A  number  of  specific  comments  showed 
that  -when  a  customer  of  the  -wholesaler  requested  federally  graded  beef  the 
wholesaler  was  pleased  to  oblige  because  the  official  grade  stamp  helped  to 
eliminate  controversies  over  quality ,  stimulated  repeat  business,  and  made  a 
contribution  to  better  customer  relationships.   This  was  true  also  on  the  buy- 
ing side  of  the  wholesalers  business. 

Reasons  Offered  for  Handling  Ungraded  and  Packer  Branded  Beef 

A  relatively  high  percentage  of  the  ungraded  beef  handled  by  breakers  and 
nearly  all  of  the  ungraded  product  sold  by  jobbers  reflected  demand  for  a 
Federal  grade  equivalent  below  Good.  Usually  lower  quality  beef  was  purchased 
for  boning,  grinding,  and  fabricating  wherein  the  grade  stamp  disappeared  and 
thus  was  of  little  use  in  merchandising  the  final  product.   The  nature  of  the 
breaker's  business,  which  often  called  for  the  purchase  of  ungraded  carcasses 
and  the  sales  of  graded  cuts,  largely  explains  the  purchase  by  breakers  of 
significant  quantities  of  ungraded  beef  in  the  higher  quality  categories. 

Only  negligible  quantities  of  packer  branded  beef  were  handled  by  whole- 
salers.  Seven  jobbers  specifically  stated  that  they  avoided  packer  branded 
beef  because  it  was  sold  in  competition  with  their  own  products.   On  the  other 
hand,  instances  were  found  where  jobbers  handled  particular  packer  brands 
because  their  customers  were  acquainted  with  these  brands  and  were  confident  of 
quality  in  buying  beef  so  labeled. 

Although  knowledge  of  packer  grade  numbers  and  brands,  and  opinions 
regarding  specific  comparisons  between  these  and  the  Federal  grades  were  sparse, 
9  jobbers  stated  pointedly  that  the  top  packer  brands  covered  a  wider  range  of 
quality  than  a  single  Federal  grade.   Often,  it  was  stated,  the  packers'  top 
brand  which  was  supposed  to  be  equal  to  Choice  or  higher  in  grade  actually 
would  grade  either  Choice  or  Good.   In  parts  of  the  South  relatively  large 
quantities  of  double-rolled  (packer  branded  and  federally  graded  and  rolled) 
beef  were  observed.   In  these  instances  the  packer  brand  label  consistently 
appeared  with  the  U.  S.  Choice  grade  stamp. 

Origins  of  Policies  on  Grading 

Despite  arguments  for  or  against  Federal  grades  and  grading,  customer 
wishes  were  the  strongest  support  for  present  grading  policies  and  practices 
of  wholesalers.   This  strong  customer  demand  was  reported  to  have  originated 
largely  from  the  compulsory  periods  in  the  19^-0 '  s  and  early  1950'  s.   Jobbers 
reported  that,  actually,  compulsory  grading  during  the  Korean  conflict  made 
little  or  no  impact  on  grading  acceptance  inasmuch  as  their  effects  of  World 
War  II  had  already  led  to  such  a  heavy  preference  among  their  customers  for 
grading.   Those  firms  handling  high  percentages  of  beef  in  the  lower  quality 
ranges,  however,  found  little  pressure  from  their  customers  for  the  stamp. 
Thus,  the  effect  of  the  compulsory  periods  during  World  War  II  and  the  Korean 
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War  were  transitory  insofar  as  these  lower  grade  ranges  were  concerned.   In 
short,  it  might  be  said  that  wholesalers  adopted  the  policy  of  handling 
federally  graded  beef  during  periods  of  compulsory  grading  and  retained  it  for 
the  higher  quality  ranges  of  beef  in  response  to  massive  customer  insistence. 
This  insistence  came  primarily  from  the  retail  chains  and,  judging  from  the 
percentage  of  federally  graded  beef  handled  by  jobbers  and  the  nature  of  their 
clientele,  from  the  hotel,  restaurant,  and  institutional  trade. 

Attitudes  Toward  Official  Grades  and  Grading 

General  support  of  Federal  grading  among  wholesalers  is  best  indicated  by 
the  fact  that  only  5  jobbers  and  3  breakers  expressed  a  wish  to  see  the  system 
abolished.   In  addition,  nearly  half  the  jobbers  and  19  percent  of  the  breakers 
interviewed  would  heartily  support  a  system  of  compulsory  Federal  grading  for 
beef  (table  22).   The  jobbers  favoring  a  compulsory  system  outnumbered  those 
preferring  the  present  voluntary  arrangement  but  most  of  the  breakers  favored 
the  present  system.   The  smaller  volume  jobbers  and  both  breakers  and  jobbers 
in  the  North  Central  region  and  in  the  West  appeared  to  be  the  strongest 
supporters  of  Federal  grades  and  grading.  Wholesalers  in  the  South  tended 
either  to  strongly  favor  or  strongly  oppose  Federal  grading.  Respondents 
visited  in  Seattle,  where  Federal  grading  is  compulsory,  were  unanimous  in 
their  desire  for  a  compulsory  system  of  grading  to  be  used  throughout  the 
country.   Some  of  the  reasons  given  by  wholesalers  who  generally  supported 
Federal  grading  are  summarized  below: 

1.  Wholesalers  favoring  a  compulsory  grading  system  believed  that  such 
a  system  would  protect  legitimate  merchants  as  well  as  customers  who 
do  not  have  full  knowledge  of  beef. 

2.  Compulsory  grading,  it  was  stated,  would  tend  to  facilitate  trading 
and  aid  the  wholesaler  in  merchandising  his  beef  in  competition  with 
packer  brands. 

3.  It  was  pointed  out  that  since  the  present  system  permits  double  rolling, 
that  is,  rolling  the  carcass  with  both  a  Federal  grade  and  a  packer 
brand,  it  has  all  of  the  advantages  of  uniform  grading  and  at  the  same 
time  permits  the  building  of  customer  loyalty.   In  elaborating  on 
this,  it  was  mentioned  that  although  most  customers  want  federally 
graded  beef  some  still  prefer  to  buy  beef  branded  with  a  proprietary 
roll  or  ungraded.   Thus,  they  said,  the  present  system  provides  means 
of  satisfying  all  of  these  preferences. 

k.      The  opinion  was  expressed  that  the  present  system  reduces  the  necessity 
•of  buying  by  selection  and  thus  facilitates  "shopping"  for  best  buys 
over  a  wide  geographical  area. 
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5.  Wholesalers  who  advocated  improvements  in  the  present  system  gener- 
ally were  devotees  of  Federal  grading  hut  most  of  them  saw  little 
advantage  in  having  Federal  grades  for  quality  levels  "below  the 
Good  grade.   Several  complaints  were  registered,  however,  concerning 
what  was  referred  to  as  the  excessive  width  of  the  within  grade 
quality  ranges  of  the  Federal  grades. 

Wholesalers  opposed  to  the  Federal  grading  system  for  beef  had  various 
points  of  view.   One  respondent  considered  packer  brands  to  be  more  consistent 
in  quality  from  one  carcass  to  another  than  the  results  of  Federal  grading. 
Another  firm  reported  that  customers,  as  a  rule,  were  insufficiently  acquainted 
with  grades  and,  as  a  consequence,  frequently  ordered  one  grade  when  they 
really  wanted  another.  Without  the  barrier  of  the  grade  in  such  a  transaction, 
it  was  stated,  the  wholesaler  would  have  been  less  restricted  and  hence  better 
able  to  meet  the  customer's  specifications  with  a  more  satisfying  result  for 
both  buyer  and  seller.  Along  with  this  viewpoint  was  the  opinion  that  the 
jobber  could  buy  better  (cheaper)  and  sell  better  (higher)  in  the  absence  of 
a  uniform  grading  structure.  89/ 

Buying  Practices  Related  to  Grading 

Jobbers  had  little  grading  done  in  their  own  establishments.  Breakers, 
however,  had  some  beef  graded  in  their  plants  and,  consequently,  their  pur- 
chases by  grades  would  tend  to  understate  their  reliance  on  the  official  grade 
standards . 

In  the  ensuing  discussion  3  important  differences  between  breakers  and 
jobbers  should  be  kept  in  mind.   Breakers  tend  to  handle  larger  volumes  of 
beef  than  jobbers  and  tend  to  buy  larger  percentages  of  their  beef  in  distant 
areas.  90/  Second,  the  breaker  is  principally  engaged  in  buying  beef  carcasses 
and  in  selling  wholesale  cuts  while  the  jobber  deals  mainly  in  the  purchase 
and  sale  of  wholesale  cuts.   Third,  breakers  are  important  suppliers  of  jobbers. 

In  buying,  the  Federal  grade  standards  serve  both  breakers  and  jobbers  in 
much  the  same  manner  as  explained  for  independent  packers.   It  was  generally 
agreed,  nevertheless,  that  the  official  standards  provide  a  common  language  in 
the  wholesale  trade  and  serve  first  as  a  general  indication  of  quality  and 
secondly  as  a  frame  of  reference.   Five  jobbers  specifically  stated,  however, 
that  Federal  grades  were  of  little  assistance  in  buying  because  their  buyers 
were  well  acquainted  with  beef  and  could  distinguish  quality  on  inspection. 


89/  Whether  or  not  such  a  position  is  defensible  depends  entirely  upon  the 
point  of  view  adopted.  Buying  "better"  and  selling  "better"  may  well  include 
the  objective  of  filling  customer  needs  more  exactly  which,  if  true,  would  be 
a  service  for  which  the  seller  might  expect  to  receive  a  higher  margin. 

90/  Partly  because  breakers  are  scarce  in  the  principal  slaughtering  areas 
of  the  Nation. 
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Price  Guides  and  Sources  of  Information  in  Purchasing 

Prices  quoted  on  a  Federal  grade  "basis  whether  obtained  from  public 
reports ,  privately  published  reports,  newspapers,  or  other  wholesale  traders 
by  telephone  are  useful  if  not  vital  to  the  wholesaler. 

Little  difficulty  was  described  by  wholesalers,  however,  in  obtaining 
price  information  on  beef.  Most  of  them  relied  heavily  on  prices  quoted  by 
local  suppliers.   For  purposes  of  verifying  these  prices  and  detecting  trends, 
particularly  when  buying  from  distant  sources,  extensive  reference  was  made 
by  the  majority  of  respondents  to  outside  yardsticks  such  as  the  National 
Provisioner,  Agricultural  Market  News  Service  reports,  the  Packers  Daily  Record, 
and  newspaper  reports. 

Jobbers  selling  largely  to  local  dining  establishments  relied  almost 
exclusively  on  local  word-of -mouth  or  telephone  sources  for  price  information. 
In  contrast  with  the  jobber,  the  breaker  is  a  "shopper"  and  has  a  more  compli- 
cated selling  task  than  the  jobber  due  to  his  objective  of  selling  as  much  beef 
as  possible  to  as  many  kinds  of  outlets  as  possible. 

Basically,  determination  of  the  buying  price  for  beef  was  a  matter  of 
bargaining  and  of  the  particular  wholesaler's  knowledge  of  his  costs,  yield 
from  the  beef  being  purchased,  and  markup.   There  is  little  doubt  that  the 
official  grades  and  standards  played  an  important  role  in  the  wholesaler's 
calculations  concerning  present  and  future  price  conditions  and  trends  as  well 
as  in  the  bargaining  process  itself.   The  official  grades  became  a  basis  upon 
which  was  constructed,  as  in  the  case  of  packers,  a  final  price  adjusted  for 
other  appropriate  factors  such  as  weight,  condition  of  the  fat,  and  degree  of 
marbling.  91/ 

Sources  of  Supply 

The  availability  of  federally  graded  beef  is  an  important  factor  consid- 
ered by  wholesalers  in  selecting  suppliers.   The  principal  supply  source  of 
jobbers  and  breakers  as  well  as  boners  was  the  independent  packer  (table  23). 
However,  nearly  12  percent  of  the  beef  handled  by  jobbers  and  more  than  18 
percent  of  the  higher  quality  (block)  beef  handled  by  the  few  boners  in  the 
sample  came  from  breakers.   The  breaker,  on  the  other  hand,  purchased  exclu- 
sively from  packers  (table  23). 

Breakers  in  the  sample  relied  upon  national  packers  to  the  extent  of 
about  28  percent  of  their  block  beef  whereas  jobbers  bought  less  than  10 
percent  of  their  supply  from  this  source.   The  jobbers  were  very  conscious  of 

91/  Isolated  cases  were  discovered  where  the  wholesaler  purchased  ahead 
establishing  the  price  on  the  basis  of  the  National  Provisioner  price  quotation 
on  the  day  of  shipment,  plus  a  standard  freight  differential. 
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Table  23. — Independent  wholesalers:  Number  reporting  and  percentage  of  block 
beef  purchased  by  type  of  supplier,  and  by  type,  location,  and  size  of 

jobber  or  breaker,  1955 


Establish- 
,  ments 

Percentage  purchased  by 

- 

Item 

>     Inde-    ! 
.  pendent 
packers 

•  National 
:  packers 

Breakers 
(and  other 
whole- 
salers 

Total 

Type  : 

Number 

33 
19 

Percent 

79.4 

71.8 

Percent 

9.0 
28.2 

Percent 

11.6 
0 

Percent 
100.0 

100.0 

52 

lk.  1 

22.3 

3.6 

100.0 

:      3 

•     ik 
-     12 

:    6 
:    20 

63.2 

65.5 
82.6 

59-7 
90.6 

18.4 

33-0 
Q.k 

25.O 
5.2 

I3.k 

1.5 

9-0 

15.3 

k.2 

100.0 

Location:  l/ 

Northeast  

100.0 

100.0 
100.0 

100.0 

:    52 

74.1 

22.3 

3-6 

100.0 

Size  by  type;  1/  2/ 
Jobber t> 

!    2k 
:    9 

61.8 
82.7 

2U.7 
6.0 

13-5 
11.3 

100.0 

100.0 

Total  sample  . . . 

:    33 

79-^ 

9-0 

11.6 

100 .0 

Breakers: 

:    10 
:     9 

89.9 
69.I 

10.1 
30.9 

0 
0 

100.0 

100.0 

Total  sample  .... 

:    19 

71.8 

28.2 

0 

100.0 

l/  Excludes  boners. 

2/   Size  refers  to  total  annual  volume  of  beef  sold.   Criteria  for  determining 
size  class  were  3  million  pounds  for  jobbers  and  12  million  pounds  for  breakers. 
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competition  in  sales  to  the  restaurant  trade  from  national  packers  and  their 
"branch  houses.   Nevertheless,  jobbers  as  well  as  "breakers  in  the  Northeast 
and  in  the  South,  the  smaller  volume  jobbers,  and  the  larger  volume  breakers, 
tended  to  rely  rather  heavily  upon  national  packers  for  their  supplies  of 
beef  (table  23).   One  reason  for  this  pattern  is  that  several  of  the  smallest 
volume  jobbers  were  located  in  the  South  while  many  of  the  larger  volume 
breakers  were  in  the  Northeast.   Independent  packers  were  relatively  less 
important  in  the  distribution  of  high  quality  beef  in  the  South. 

Purchases  in  Local  Versus  Distant  Areas 

In  order  to  provide  greater  insight  into  the  purchasing  patterns  of 
jobbers  and  breakers,  supply  sources  were  analyzed  under  2  broad  headings, 
local  and  distant  (table  2^).   Each  of  these  areas  was  then  subdivided  into 
3  categories,  independent  packers,  national  packers,  and  breakers.   The 
breakers,  buying  mainly  in  distant  areas  relied  most  heavily  on  distant 
independent  packers.   Distant  national  packers  were  the  second  most  important 
supply  source  of  breakers.  Although  boners  also  tended  to  buy  in  distant  areas 
the  single  most  important  source  of  the  boner  as  well  as  of  the  jobber  was  the 
local  independent  packer.   Distant  independent  packers  were  the  second  most 
important  supply  source  of  jobbers  despite  the  fact  that  71  percent  of  the 
beef  handled  by  jobbers  was  purchased  locally. 

Wholesale  distributors  in  the  deficit  areas,  the  Northeast  and  the  South, 
bought  higher  percentages  of  their  beef  in  distant  areas  than  those  located  in 
other  regions.  About  90  percent  of  the  beef  handled  by  sample  wholesalers  in 
the  Northeast  was  purchased  in  distant  areas,  principally  the  North  Central 
region.   In  addition,  there  appeared  to  be  a  positive  relationship  between  the 
size  of  the  wholesale  establishment,  as  measured  by  volume  of  block  beef 
handled,  and  the  tendency  to  patronize  distant  suppliers.   The  larger  the 
volume  of  beef  handled,  the  greater  was  the  percentage  of  beef  purchased  from 
distant  suppliers  (table  2k).      This  was  particularly  true  of  breakers  but  was 
evident  in  the  case  of  jobbers. 

Purchases  Through  Brokers 

Ten  of  the  38  jobbers  interviewed  reported  the  use  of  brokers  in  purchas- 
ing beef,  but  no  jobber  reported  the  purchase  of  more  than  20  percent  of  his 
total  volume  through  brokers.   The  broker,  however,  emerged  as  a  more  important 
influence  on  breakers.   One-half  of  the  22  breakers  in  the  sample  reported 
beef  purchases  through  brokers  and  of  these  several  reported  purchases  through 
brokers  in  excess  of  50  percent  of  their  total  block  beef  requirements.  All 
of  the  breakers  using  brokers  were  located  either  in  the  Northeast  or  the  Far 
West  and  all  were  large  volume  establishments.   In  each  instance  where  the 
broker  was  relied  upon  either  by  jobbers  or  breakers,  his  principal  contribution 
was  attributed  to  his  wider  knowledge  of  supply  and  price  throughout  the  country. 
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Methods  of  Assuring  Desired  Quality 

To  assure  the  desired  quality  of  "beef  purchased  from  various  sources, 
wholesaler  respondents  used  such  different  methods  that  it  "was  difficult  to 
assess  the  degrees  of  importance  attached  to  these  techniques.   One  of  the 
primary  methods  appeared  to  he  reliance  on  the  Federal  grade  stamp.  Additional 
techniques  included  (l)  personal  inspection  where  possible,  (2)  promises  to 
packers  or  other  suppliers  of  repeat  business  upon  delivery  of  beef  meeting 
desired  quality  specifications,  (3)  rejection  upon  delivery  of  carcasses  or 
cuts  falling  short  of  quality  requirements,  (h)   standing  orders  placed  on 
condition  of  continued  satisfaction  with  respect  to  quality  of  the  beef 
delivered  and,  (5)  purchasing  from  these  suppliers  or  areas  known  to  ship 
desirable  beef. 

Specifications  of  wholesalers  in  a  majority  of  the  cases  studied  included 
more  than  the  Federal  grade  name.  92/  But,  as  in  the  case  of  packers,  the 
Federal  grades  were  used  as  broad  measures  of  quality  and  as  a  basis  for  the 
establishment  of  more  precise  specifications. 

Inplant  Grading  Practices  of  Wholesalers 

It  is  not  unusual  for  breakers  to  have  some  beef,  mostly  cuts,  graded  on 
their  premises.  93/  There  are  various  reasons  for  this  practice.  A  breaker 
may  buy  ungraded  carcasses  qualifying  for  the  top  of  a  particular  grade,  say 
Choice,  with  the  expectation  that  when  broken,  certain  cuts,  the  loins  and 
ribs  particularly,  may  qualify  for  the  next  higher  grade,  Prime.   In  addition, 
the  breaker  may  want  carcasses  in,  say,  the  top  of  the  Good  grade  but  find 
that  carcasses  rolled  with  the  Good  grade  stamp  tend  to  be  low  in  the  grade. 
As  stated  by  one  respondent,  the  packer  tends  to  fill  orders  for  graded  beef 
with  carcasses  just  able  to  make  the  quality  level  specified.   Consequently, 
his  decision  to  grade  some  beef  at  his  establishment  acted  as  a  sort  of  "lever" 
to  help  him  obtain  the  better  carcasses  within  a  grade. 

Some  breakers  considered  the  practice  of  grading  on  wholesalers'  premises 
undesirable.   One  breaker  suggested  that  the  practice  tends  to  increase  the 
difficulty  of  maintaining  uniformity  in  the  grading  system  and  that  a  remedy 
would  be  to  require  all  grading  done  at  point  of  slaughter.  However,  unless 
packers  also  were  prohibited  from  having  wholesale  cuts  graded  this  might  tend 
to  give  packers  a  relative  advantage  over  the  breaker. 

92/  These  additional  specifications  referred  to  weight  ranges,  as  55O-7OO, 
6OO-7OO,  or  750-900,  and  also  quality  within  and  grade  such  as  "low  Prime"  or 
"top  Choice."  Condition  of  the  fat,  color  of  lean,  amount  of  kidney  and  heart 
fat  left  in  the  carcass  and  other  factors  also  were  specified. 

93/  I"b  is  believed,  based  on  a  variety  of  indications,  that  the  practice 
among  breakers  of  having  carcasses  or  cuts  federally  graded  after  purchase  and 
delivery  is  more  common  than  indicated  by  respondents  in  answer  to  specific 
questions. 
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Sales  Practices  of  Independent  Wholesalers  Related  to  Grading 

Jobbers  and  "breakers  agreed  generally  that  the  Federal  grades  for  "beef 
were  more  useful  to  them  as  an  aid  in  selling  than  in  buying.   This  was 
particularly  true  of  firms  which  believed  that  their  buyers  were  thoroughly 
acquainted  with  the  quality  characteristics  of  beef.   This  belief  arose  from 
indications  of  the  extent  to  which  their  customers  insisted  on  federally  graded 
beef ,  the  degree  of  knowledge  among  customers  concerning  beef  quality,  and 
competition  from  packer  brands. 

Nearly  three-quarters  of  the  beef  handled  by  jobbers  was  sold  to  hotels, 
restaurants,  and  institutions  (table  25).   Only  l6  percent  was  sold  to  retailers 
and  these  sales  were  made,  for  the  most  part,  by  the  larger  volume  jobbers  who, 
to  a  certain  extent,  dealt  with  the  food  chains.   Sales  by  jobbers  to  the 
customer  category  described  as  "other"  largely  represented  purchases  by  home 
freezer  customers  and  other  direct  retail  sales  made  by  the  jobber.  $k/ 

Main  outlets  of  the  breaker  were  retailers  and  jobbers,  with  retail 
chains  accounting  for  as  much  as  37  percent  of  their  total  block  beef  sales 
(table  25 ) .   The  chains  were  of  primary  importance  to  small  as  well  as  large 
volume  breakers,  particularly  in  the  Southern  and  North  Central  regions.  Most 
of  the  breakers'  beef  sales  in  the  "other"  category  were  to  jobbers. 

The  chains  apparently  buy  relatively  large  quantities  of  beef  from 
breakers  despite  (l)  the  buying  power  of  the  chains  which  makes  it  easy  for 
them  to  buy  directly  from  packers,  (2)  a  strong  interest  by  chains  in  carcass 
beef,  and  (3)  the  fact  that  breakers'  sales  consist  mainly  of  cuts.   This 
phenomenon  will  be  dealt  with  again  in  the  chapter  on  chains.  95/ 

Regional  differences  among  jobbers  and  among  breakers  cannot  be  determined 
in  any  precise  manner  because  in  certain  regions  relatively  few  respondents, 
breakers  particularly,  were  included  in  the  sample.   Nevertheless,  certain 
general  tendencies  were  observed.  In  the  West,  for  instance,  jobbers  in  the 
sample  sold  relatively  large  quantities  of  beef  to  retailers.  This  tendency 
also  was  evident  in  a  recent -study  of  meat  wholesaling  in  the  San  Francisco 
Bay  Area  (36,  pp.  52-53).  Jobbers  in  the  South,  as  in  other  regions,  sell 
mainly  to  dining  establishments,  but  here  jobber  sales  direct  to  consumers  and 
through  retail  outlets  operated  by  the  jobber  are  more  common  than  in  the  Midwest 
and  Northeast.  Breakers  sell  more  or  less  uniformly  throughout  the  nation,  mainly 
to  retailers.  Breakers  in  the  West,  however,  sell  relatively  high  percentages 
of  their  beef  to  dining  establishments.  This  fact,  together  with  indications 
that  jobbers  in  the  West  sell  relatively  large  quantities  of  beef  to  retailers, 
means  that,  in  the  West,  the  functions  of  the  jobber  and  the  breaker  are  less 
distinct  than  in  other  areas. 

9kJ   These  sales  were  made  customarily  through  retail  facilities  owned  by 
the  jobber  which,  in  the  few  cases  where  this  was  encountered,  were  located 
on  the  respondent's  jobbing  premises. 

95/  See  pp.  126-27. 
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Table  25. — Independent  wholesalers:  Numbers  reporting  and  percentage 
distribution  of  block  beef  sales  by  type  of  buyer  and  type  of  respondent,  1955 


Item 


Jobber 


Type  of  wholesaler 


Breaker 


:  Jobber  and; 
■  breaker   ' 


Boners 


:  Number 
Establishments  reporting  :   3^ 

:  Percent 


Number 


Number 


32       66 
Percent   Percent 


Number 


Percent 


Type  of  buyer:  : 

Retailers  : 

Food  chains :  10. 3      36.8      28.0 

Independent  :    5.8 33.2 2^.0 

Total  :  16.1     70.0      52.0 


Other  buyers  : 

Hotels,  restaurants,  and      : 

institutions  :  73  •  1 

Processors  and  boners  :  2.1 

Other  1/ :  8.7 

Total :  83.9 

Grand  total :  100.0 


30.0 


100.0 


~£87o~ 


100.0 


23.0 

55.0 


78.0 


2.6 

26.1 

2.0 

3.6 

3.1 

2/ 

23.8 

18.8 

20.0 

22.0 


100.0 


1/  Home  freezer  customers,  ship  stores,  export,  sausage  kitchens,  Government 
agencies,  and,  in  the  case  of  breakers,  it  refers  to  sales  to  jobbers. 
2/  Less  than  0.5  percent. 


Sales  Outlets  by  Type  of  Grading 

Little  privately  branded  beef,  as  pointed  out  earlier,  was  handled  by 
meat  wholesalers.   Less  than  1  percent  of  the  beef  sold  by  jobbers  and  breakers 
in  the  sample  was  packer  branded  and  few  wholesalers  have  been  successful  in 
establishing  proprietary  labels  of  their  own.  96/   About  21  percent  of  the 
remaining  quantities  of  block  beef  handled  by  wholesalers  in  the  sample  was 
sold  ungraded  and  about  "jQ   percent  was  sold  federally  graded. 


96/  An  exception  or  two  was  encountered.   For  instance,  one  of  the  largest 
jobbers  in  the  Nation  evidently  was  making  progress  in  establishing  his  brand 
on  frozen,  packaged  beef. 
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Jobbers  in  the  sample,  it  may  be  recalled,  sold  a  higher  percentage  of 
federally  graded  beef  than  did  breakers  despite  the  sales  attention  given  to 
food  chains  by  breakers. 

The  food  chain  drops  from  consideration  in  the  sale  by  jobbers  of  ungraded 
and  privately  branded  beef  (table  26).   This  is  consistent  with  the  pattern 
noted  in  the  discussion  on  independent  packers  as  it  reflects,  again,  the  chain's 
tendency  to  purchase  federally  graded  beef  in  preference  to  the  other  two  types 
considered.   In  contrast,  however,  breakers  apparently  sold  larger  percentages 
of  their  ungraded  beef  than  of  their  federally  graded  product  to  food  chains 
(table  26).   This,  at  first  glance,  appears  entirely  inconsistent  with  indica- 
tions obtained  at  several  points  thus  far  in  the  study  but  only  about  one-fourth 
of  the  beef  handled  by  breakers  was  sold  ungraded.   In  terms  of  pounds,  there- 
fore, breakers  sold  more  federally  graded  than  ungraded  beef  to  chains. 
Also,  some  chains  sell  little  federally  graded  meat  while  nearly  all  handle 
certain  quantities  of  ungraded  beef.  97/  It  is  possible  that  chains  obtained 
relatively  high  percentages  of  their  ungraded  beef  from  breakers  in  the  form 
of  wholesale  cuts. 

The  independent  retailer  was  also  a  most  important  customer  for  the 
breaker's  ungraded  as  well  as  federally  graded  sales  of  beef. 

The  ungraded  sales  of  jobbers  to  dining  establishments  were  distributed 
primarily  to  those  hotels,  restaurants,  or  institutions  which  were  more  price 
than  grade  conscious.  Boners  and  processors  proved  to  be  important  as  outlets 
of  both  jobbers  and  breakers  for  ungraded  beef.   This  is  reasonable  since  the 
Federal  grade  stamp  loses  its  merchandising  significance  on  beef  which  is 
processed. 

The  distribution  of  boners'  sales  showed  that  h   percent  was  federally 
graded  and  96  percent  was  ungraded  with  private  brands  occupying  only  a 
fraction  of  1  percent.   Independent  retailers  were  their  principal  customers. 

Degree  of  Customer  Insistence  on  Federal  Grades 

In  one  phase  of  the  interviews,  respondents  were  asked  to  estimate  the 
percentage  of  customers  who  insisted  upon  the  Federal  grade  stamp  in  the  sense 
that  they  refused  absolutely  to  buy  unless  the  beef  was  clearly  designated  in 
the  usual  official  manner  for  quality.   The  question  helped  to  demonstrate  the 
customers '  devotion  to  the  grade  or  their  willingness  to  be  diverted  therefrom 
by  price  or  other  considerations. 


97/  Essentially,  much  of  this  beef  as  well  as  most  of  beef  purchased 
by  retailers  from  boners,  shown  in  table  26,  represented  purchases  of  base 
stock  for  ground  beef  and  hamburger. 


<d 

0 

d 

Pl 

B3 

U 

P 

^> 

-! 

0 

+3 

.ct5 

> 

UA 

■H 

LTN 

Pi 

ON 

P4H 

•\ 

^ 

nci 

-P 

oj 

OJ 

d 

H 

ri 

P 

M 

^ 

bO 

o 

>?<H 

H 

o 

H 

r; 

J 

Pl 

O 

s 

d 

p 

0 

r-H 

^3 

a 

r^ 

o3 

0 

M 

c 

o 

o 

4J 

•r-i 

d 

P 

P 

d 

•H 

P 

Pl 

•H 

P> 

M 

to 

P 

■H 

CO 

<d 

•H 

d 

<H 

o 

(D 

M 

0) 

03 
P 

s 

d 

-J 

(D 

o 

>> 

Pl 

p 

0) 

Pm 

4H 

0) 

o 

p 

03 

•h 

<d 

CU 

<d 

H 

d 

a 

b3 

w 

Pi 

o 

bO 

H 

Pi 

o 

d 

p 

> 

P 

9 

p 

3 

E 

0 

d 

Pi 

J 

Ph 

tu 

TT 

c 

H 

l 

l 

VO 

CM 

CD 

H 

P 

EH 


-d 

P 

<D 

d 

00  H 

^f 

CO   ON  ON 

vo 

o 

i   P 

0 

•     . 

•           •            * 

• 

• 

S    C3 

o 

oo  en 

VO 

C~-  On  ltn 

o-" 

)       o 

P    Pi 

Pl 

°^Oi 

LT\ 

H          H 

-4- 

o 

bO 

0 

Ph 

H 

CD 

■P 

-p  d 

Pl 

^J".  ON 

rn 

t-         O 

L> 

O 

cd  a 

0 

•       • 

• 

•  ~--^    • 

• 

• 

>    a3 

o 

O  C\J 

no 

CO    OJlCO 

VO 

o 

H 

•H      Ph 

Pl 

l>-         H 

a 

o 

o3 

U   P 

0 

H 

+3 

Ph 

Ph 

o 

EH 

1 

-p 

Pi        d 

Pl 

oo  ro 

vo 

-*  cnt- 

-=i- 

o 

0     >5   0 

0 

•     • 

• 

•    •    • 

• 

d  H  d 

o 

V£>    LT\ 

H 

t—  H  0\ 

cd 

o 

1)H    d 

fn 

OJ   OJ 

i_r\ 

OJ         H 

_* 

o 

P"H    o3    Ph 

0 

H 

bo 

Ph 

d 

-P 

•  •    •• 

0) 

Pl 

^t   rn 

D— 

oo        O 

rY" 

)       o 

i    d 

0 

•  ~~-^    • 

• 

£    o3 

o 

oo^ 

t>- 

OJ  oj|o 

O 

o 

P    Pi 

U 

vo 

vo 

en 

<r 

1       o 

*--^ 

bO 

0 

H 

HI 

Ph 

CD 

i 

-P 

Pl 

U        d 

Pi 

OJ 

OJ 

0O  UA 

cc 

O 

0 

0     !>i   0 

0 

~~~^^   • 

« 

•     •  ~"\ 

• 

Pl 

d  H  d 

o 

OJlVO 

vo 

ON^h   OJ 

(V 

1       o 

o 

0  H    o3 

Pl 

t- 

r— 

H 

cv 

o 

Ph 

(in    o3    £h 
bO 

0 

Pm 

H 

d 

•P 

O   G\ 

On 

oo  H  t~- 

r- 

O 

■  •    •  • 

0) 

Pi 

•           • 

• 

•          •          • 

* 

l    P 

0 

vo  -=r 

o 

H  H  VO 

o- 

\       o 

Pl    a3 

o 

^t  OJ 

t- 

H  H 

a 

o 

~-\^ 

P    P< 

^1 

H 

H| 

bO 

0 

PH 

m 

Pi 

1 

-P 

<D 

M        d 

C5 

oj  vo 

CO 

OALTACO 

cv 

o 

^ 

a)    ;>s  0 

0 

•    • 

• 

•      •      • 

• 

o3 

-d  H  d 

o 

J-    UA 

ON 

OJ  H  ua 

c 

o 

0) 

0  H    a3 

u 

no  oo 

vo 

OJ 

cv 

1       o 

Pl 

pti    o3    Pi 

0 

H 

pq 

bO  j 

d 

Ph 

■p 

••  •• 

0 

a 

^t- 

-=fr 

O  fO  oo 

vc 

O 

i   d 

0 

•       •      • 

• 

p    a3 

o 

OJ|OJ 

OJ 

O  OACO 

t- 

o 

P      Pl 

M 

CO 

o 

\      °, 

bD 

0 

Pm 

H 

0) 

P1 

CQ 

-P  P 

S 

H        On 

c 

O 

P< 
(D 

o3    rt 
i>    o3 

0 
o 

ou'oT 

^ 

oj  ollc— 

c 

o 

P 

•H     Pi 

u 

CO         H 

c 

o 

p 

Pi  P 

0 

l^ — 

H 

o 

PH 

PH 

hi 

1 

P> 

Pi        d 

PJ 

O    UA 

UA 

ON  O  VO 

Lf 

\         O 

0     h>  0 

0 

•       • 

• 

•      •      • 

• 

d  H  d 

o 

OJ  vo 

CO 

H  H  CO 

I — 

o 

a>  H   o3 

M 

H 

H 

0- 

CC 

o 

&H     03     Pl 

0 

H 

bO 

Pm 

.    ■ 

.     .     . 

CQ       • 

•    co     • 

a 

in      • 

*>    •    Pi 

a3 

.    CD      • 

CO            O      • 

P 

H 

-p     10     CQ       • 

■P 

-P 

•H   H 

Pi     Pi     CQ       • 

H 

0 

.    03  -H 

a   o   0    • 

Pi 

o3 

H 

-P    03 

Pj    -H     O      • 

0 

-P 

-P 

0  -P 

3  -p  o    • 

P 

O 

d 

•    Pi    0 

ctS    d    Ph     • 

4^ 

P 

o 

U 

-P  -P    Ph    • 

O    r- 

CQ    -P 

CO    -H 

•r 

d 

w 

Pi    Pi  H 

0)  -p  d     • 

H     K 

Pi 

0 

•H    0    a3 

Pi     CQ     C       • 

03  P 

'         a3 

H 

o3  ^d  -P 

Pi    a3     • 

+•">   a 

Pi 

o3 

P    id    o 

•v-H 

o    P 

O 

CO 

ood  c 
ndepe 

otels 

and 
oners 
ther 
T 

P= 

i   H 

W         PQ  O 

co 

H 

0 

P 

cri 

H 

jj 

3 

+3 

0 

•H 

Pi 

Ph 

o 

Pi 

Pi 

P 

P 

•H 

> 

■d 

(D 

-d 

Pl 

• 

.-; 

P 

Pi 

Pl 

P 

0 

O 

<H 

M 

0 

QJ 

0 

^1 

P 

UN 

O 

• 

Pl 

O 

Pl 

Pl 

O 

1 

CD 

-P 

H 

-P 

10 

P 

CQ 

•H 

0 

h-1 

^ 

OJ 


Wholesalers  in  the  sample ,  excluding  "boners,  estimated  that  more  than 
one-third  of  their  customers  insisted  upon  "buying  federally  graded  beef.   These 
estimates  ranged  from  0  to  100  percent  but  50  percent  or  more  of  the  customers 
of  most  wholesalers  insisted  upon  the  Federal  grade  stamp.   This  stamp  appar- 
ently was  important  to  a  considerably  higher  percentage  of  jobbers'  customers 
lending  support  to  indications  presented  earlier.   Those  jobbers  catering  to 
price  conscious  rather  than  grade  conscious  hotels,  restaurants,  and  institu- 
tions, or  those  who  had  larger  than  normal  sales  of  ungraded  beef  reported 
that  their  customers  usually  did  not  insist  upon  the  Federal  grade  stamp. 

In  general,  customers  of  breakers  buying  in  the  higher  grade  categories 
also  desired  the  Federal  grade  stamp  on  their  beef  purchases.   No  breaker 
reported  customers  who  insisted  upon  packer  branded  beef.   Typically  the  un- 
graded purchases  from  breakers  were  in  grade  categories  below  Good  where  the 
consensus  was  that  the  grade  stamp  was  of  little  value  in  merchandising. 

Significantly,  a  larger  percentage  of  the  customers  of  jobbers  and 
breakers  in  the  North  Central  region  and  in  the  West  insisted  upon  the  official 
grade  stamp.   These  are  regions  where  retail  chains  are  most  common  relative 
to  the  total  retail  grocery  trade.   However,  data  collected  in  the  study  reveal 
no  relationship  between  the  percentage  of  customers  insisting  upon  federally 
graded  beef  and  the  percentage  of  sales  by  wholesalers  to  retail  chains. 

Competition  in  Meat  Wholesaling  as  it  Affects  Independent  Wholesalers 

Breakers  ordinarily  operate  in  a  much  more  highly  competitive  situation 
than  jobbers.   The  principal  competition  of  jobbers  is  other  jobbers  whereas 
breakers  compete  directly  with  a  wide  variety  of  firms  in  the  business  of 
wholesaling  beef. 

Competitive  Position  of  the  Jobber 

Jobbers  reported  little  competition  with  independent  packers  who,  by  and 
large,  did  not  attempt  to  sell  to  the  commonly  accepted  jobber  customers. 
This  was  a  prominent  reason  for  the  high  position  held  among  jobbers  by  the 
independent  packer  as  a  source  of  supply.   Other  wholesalers,  such  as  breakers 
and  boners,  did  not  offer  much  competition  largely  because  jobbing  is  a  rela- 
tively specialized  part  of  the  wholesale  aspect  of  the  beef  industry. 

Competition  was  a  more  important  factor  among  jobbers  in  relation  to 
other  jobbers  and  to  national  brand  packers  or  their  branch  houses.   Since 
the  bulk  of  the  jobbers' customers  purchased  on  a  Federal  grade  basis,  competi- 
tion with  other  jobbers  usually  was  based  upon  price  and  service.   It  was  clear, 
however,  that  there  was  a  tendency  toward  quality  specialization  among  jobbers 
which  would  tend  to  reduce  competition.  98/ 


98/  For  instance,  some  catered  to  the  high-quality  conscious  customers 
(high-class  hotels,  and  clubs);  others  sold  mainly  to  the  medium  quality  customer 
(medium-priced  restaurant  trade);  still  others  specialized  in  sales  to  low 
quality  or  price  conscious  buyer  (low-class  restaurant  and  boarding  houses). 


493114  0-59-7 


-  90  - 

Jobber  competition  -with  the  national  brand  packer  assumed  a  different 
kind  of  emphasis  than  competition  with  other  wholesalers.   The  jobber  generally 
felt  that  the  national  packer  or  his  branch  house  could  and  often  did  offer 
restaurants  and  other  dining  establishments  more  advantageous  prices.   Com- 
pensatory advantages  were  available  to  the  jobber  in  the  form  of  better  service 
such  as  more  careful  selection,  more  frequent  delivery  and,  in  some  situations, 
the  extension  of  more  liberal  credit  terms.   Several  firms  mentioned  specifical- 
ly that  the  existence  of  the  Federal  grade  standards  and  their  acceptance  by 
the  trade  was  an  additional  help  in  competing  with  the  national  packer.   Both 
the  national  packer  and  the  jobber,  it  was  pointed  out,  could  sell  federally 
graded  beef  and,  consequently,  competition  had  become  a  matter  of  price  and 
service.   In  this  latter  respect,  the  jobber  believed  that  he  excelled. 

The  chains  probably  have  aided  jobbers  in  providing  a  ready  market  for 
cuts,  such  as  chucks  and  rounds,  which  are  not  easily  disposed  of  in  volume  to 
dining  establishments.   The  chains,  therefore,  have  enabled  jobbers  to  do  more 
buying  of  whole  carcasses  for  breaking  and  in  this  way,  have  reduced  the 
reliance  of  jobbers  upon  breakers  and  the  packers  who  chose  to  perform  the 
breaking  function.   Nevertheless,  the  chain  business  of  jobbers  was  not  en- 
tirely free  of  problems.   Several  jobber  respondents  reported  that  chains  hurt 
their  business  by  attracting  away  some  of  their  restaurants  and  boarding 
houses  through  "special  sales."  Others  charged  chains  with  lowering  prices  on 
chucks  and  rounds  to  the  point  where  they  could  "barely  make  ends  meet." 
Despite  these  complaints,  most  jobbers  believed  that  the  relationship  between 
chains  and  jobbers  would  remain  satisfactory  if  the  retail  chains  did  not 
attempt  to  penetrate  the  market  composed  of  hotels,  restaurants,  and  institu- 
tions. 


The  Competitive  Position  of  the  Breaker 

Breakers  ordinarily  were  not  found  in  major  shipper-type  slaughtering 
areas.   Several  respondents  conceded  that  when  local  packers  could  supply 
qualities  desired  by  the  local  market  and,  either  through  preference  or  custom, 
were  performing  the  breaking  function,  they  frequently  could  undersell  the 
breaker.   Consequently,  in  many  cities  where  local  packers  of  significance 
were  operating,  the  breaker  survived  largely  by  importing  beef  of  higher 
quality  than  the  local  kill  and  by  breaking  cattle  not  desired  in  carcass 
form  by  retailers  or  jobbers.  \)^J   In  nonslaughtering  cities  where  breakers 
were  more  numerous,  they  functioned  in  an  important  way  as  importers  of  beef 
from  surplus  producing  areas  of  the  Nation. 


)9/  The  qualification  "in  carcass  form"  is  important  here  because  retailers 
frequently  can  use  beef  in  the  form  of  wholesale  cuts  that  they  would  not  buy 
in  carcass  form.  Weight  or  size  of  the  carcass,  for  instance,  will  affect  the 
size  of  rib  and  loin  steaks  offered  to  consumers  but  has  little  bearing  on  the 
size  of  many  other  retail  cuts.   Consequently,  a  retailer  may  buy  chucks  from 
breakers  that  were  cut  from  carcasses  which  the  retailer  had  refused  to  buy 
from  the  packer.   In  addition,  some  cuts  from,  say,  Good  grade  carcasses  may 
grade  Choice. 
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The  "breakers'  principal  competition,  therefore,  was  dependent  upon  local 
conditions.   Generally,  breakers  tried  to  avoid  as  much  competition  with  each 
other  as  possible.   This  was  done  by  finding  some  special  service  or  class  of 
accounts  which  might  offer  a  relatively  protected  market  area.    In  spite 
of  these  specialties,  breakers  met  each  other  competitively  largely  on  a  price 
basis. 

Breakers  offered  reasons  similar  to  those  advanced  by  jobbers  when  asked 
about  competition  with  national  packers.  Respondents  stressed  their  ability 
to  act  quicker  than  the  local  packer  branch  houses,  to  give  better  selection, 
and,  if  necessary,  to  extend  more  liberal  credit  terms. 

Various  reactions  were  obtained  from  breakers  as  a  result  of  their  deal- 
ings with  the  retail  chains.   In  general,  sample  firms  agreed  that  retail 
chains  were  helpful  in  that  they  are  volume  purchasers.  As  such,  the  outlet 
proved  of  value  in  maintaining  production  and  in  the  absorption  of  fixed 
costs.   Selling  costs  associated  with  chain  accounts,  many  admitted,  were 
lower . 

As  with  jobbers,  sales  by  breakers  to  chains  were  not  free  of  problems. 
The  chains  were  charged  with  dictating  prices  in  the  market,  of  "squeezing" 
margins  of  breakers,  and  of  reducing  the  bargaining  strength  of  the  breaker. 
In  addition,  the  development  of  the  chain  warehouse  containing  facilities  for 
storing,  breaking,  and  fabricating  beef  appeared  to  be  making  it 'difficult 
for  breakers  in  some  areas  to  sell  to  chains.-  This  was  particularly  true  under 
conditions  in  which  the  major  chain  or  chains  in  the  area  had  introduced  an 
aging  program  on  beef.   Such  a  program  tended  to  severely  restrict  the  purchase 
by  chains  of  wholesale  cuts. 

The  future  of  the  breaker  appears  questionable  and  dependent  upon  several 
important  factors.   Breakers  apparently  exist  because  (l)  neither  the  packers 
nor  the  chains,  for  one  reason  or  another,  have  been  performing  the  breaking 
function  in  sufficient  volume  to  satisfy  requirements  of  the  retail  trade  and 
(2)  the  business  of  the  breaker  is  geared  to  the  handling  of  beef  carcasses 
which  the  packer  cannot  easily  and  efficiently  dispose  of  in  volume  to  other 
outlets.   If  packers  generally  should  decide  to  reclaim  the  breaking  function 
or  if  many  additional  chains  should  decide  to  establish  meat  warehouses  and 
initiate  aging  programs,  the  business  volumes  of  breakers  might  be  greatly 
reduced.   In  this  connection,  many  breakers  appeared  to  be  well  aware  of  the 
strategic  importance  to  them  of  the  Federal  grade  standards  for  beef. 
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Summary  and  Generalizations  Regarding  Effects  of 
Grading  on  Independent  Wholesalers 

The  Federal  grades  for  "beef  appear  to  have  had  generally  "beneficial 
effects  on  the  business  operations  of  independent  wholesalers.   The  uniform 
standards  were  viewed  in  a  highly  favorable  light  "by  wholesalers  and  con- 
sidered as  an  aid  in  buying  as  in  selling  beef  and  useful  as  a  standard  of 
reference . 

Most  of  the  beef  sold  by  wholesalers  was  federally  graded.   The  jobber, 
engaged  in  a  highly  specialized  business  and  catering  to  dining  establishments 
requiring,  for  the  most  part,  highly  finished  beef  of  superior  quality,  handled 
federally  graded  beef  to  the  near  exclusion  of  all  other  types.   The  breaker, 
whose  sales  ordinarily  were  larger  than  those  of  the  jobber  and  who  sold  to  a 
wider  variety  of  accounts,  also  required  the  Federal  grade  stamp  on  Prime, 
Choice,  and  Good  grade  beef. 

Factors  determining  a  wholesaler's  supply  pattern  were  many  and  varied. 
The  kind  of  beef  available  in  the  area  and  the  location  of  suppliers,  as 
explained,  were  important.   Occasional  suppliers  which  did  not  offer  federally 
graded  beef  were  eliminated  for  a  large  portion  of  the  beef  handled.   In  some 
instances  this  factor  appeared  important  in  the  determination  of  whether  or 
not  to  buy  from  a  national  packer.   Nevertheless,  the  general  prevalence  of 
grading  among  packers  partially  eliminated  this  qualification  as  an  important 
explanation  of  the  particular  supply  patterns  found  among  sample  firms.   The 
official  grade  standards,  however,  were  widely  recognized  as  an  aid  in  making 
purchases  where  inspection  was  impracticable,  when  buying  by  telephone,  or 
from  a  distance.   The  complaints  registered  concerning  excessive  width  of  the 
Federal  grades  were  revealing.   These  complaints  implied  and  were  often 
followed  by  statements  indicating  that  the  official  grade  standards  not  only 
are  useful  in  buying  but  that,  in  some  manner  or  other,  their  usefulness  in 
buying  should  be  increased. 

Wholesalers  tended  to  agree  that  Federal  grades  for  beef  were  a  more 
important  aid  to  them  in  selling  than  in  buying.   The  principal  customers  of 
breakers  and  jobbers,  the  chains  and  dining  establishments,  respectively, 
generally  specified  Federal  grading  in  their  orders.  Many  independent  retail- 
ers also  indicated  a  preference  for  the  federally  graded  product.  Wholesalers 
were  pleased  to  comply  with  these  specifications  and  preferences  because  they 
helped  to  eliminate  controversy  concerning  quality.   They  aided  the  customer 
in  buying  and  led  to  repeat  sales,  thus  contributing  to  satisfaction  on  the 
part  of  both  buyer  and  seller. 

Federal  grading,  in  tending  to  equalize  levels  of  knowledge  at  the  whole- 
sale level  and  to  eliminate  variable  quality  as  a  factor  in  bargaining,  may 
have  materially  improved  the  competitive  position  of  the  wholesaler  relative 
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to  national  packers  and  packer  "branch  houses.  As  noted  in  an  earlier  chapter, 
independent  "wholesalers  have  markedly  increased  in  number  and  sales  volume 
•whereas  the  number  and  sales  volume  of  packer  branch  houses  have  declined 
sharply. 

To  some  extent  the  continued  existence  of  the  breaker  appears  to  depend 
on  the  continued  popularity  of  Federal  grades  in  the  distribution  of  beef. 
The  breaker  tends  to  handle  the  types  and  qualities  of  beef  carcasses  -which, 
in  carcass  form,  do  not  meet  the  detailed  specifications  of  large  volume 
retail  buyers.   His  business  is  geared  to  the  handling  of  beef  carcasses 
■which  the  packer  cannot  easily  and  efficiently  dispose  of  in  volume  to  other 
outlets.   In  the  absence  of  a  uniform  grading  system,  packers  might  be  forced 
to  return  to  the  practice  of  haggling  concerning  the  quality  merits  of  each 
individual  carcass  and,  if  so,  packer  sales  in  large  volume  carlot  quantities 
might  be  inhibited.   Under  these  conditions  the  packer  might  find  it  economic 
to  reclaim  the  function  of  breaking.   The  extent  to  which  retail  chains  establish 
warehouses  and  breaking  facilities  also  may  have  an  important  bearing  on  the 
future  of  the  breaker. 

On  balance,  the  retail  food  chains  appear  to  have  complemented  rather  than 
interfered  with  the  business  operations  of  independent  meat  wholesalers.  Although 
some  jobbers  and  breakers  have  faced  some  vexatious  problems  in  dealing  with 
chains,  the  net  effect,  thus  far,  appears  to  have  resulted  in  a  positive  con- 
tribution to  the  beef  sales  volumes  and  to  the  net  returns  of  wholesalers. 
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VI.   POLICIES  AND  PRACTICES  OF  INDEPENDENT  RETAILERS  ON  GRADING 

The  distinction  "between  retail  food  chains  and  independent  retailers  is 
usually  made  on  the  oasis  of  the  number  of  stores  owned  and  operated.   In  this 
study,  however,  retailers  were  defined  partly  in  terms  of  volume  of  beef 
handled.   Distinctive  behavior  more  characteristic  of  the  chain  store,  appeared 
at  an  annual  beef  volume  of  about  3  million  pounds.   Hence,  the  independent 
retailer  was  defined  as  a  retail  operation  whose  estimated  beef  sales  volume 
in  1955  "was  less  than  3  million  pounds.   A  retail  food  chain  was  defined  as  a 
retailer  with  k   or  more  stores  who  sold  an  estimated  volume  in  1955  of  3  million 
pounds  or  more.   This  definition  provided  reasonably  homogeneous  groups  with 
respect  to  policies  and  beef  procurement  and  merchandising  practices.   The 
volume  limitation  of  3  million  pounds  was  effective  for  distinguishing  and  for 
studying  respondents  behaving  in  a  manner  consistent  with  the  customary  concept 
of  the  independent  retailer.   Only  2  "independent"  firms  had  volumes  in  excess 
of  2  million  pounds. 


Characteri sties  of  the  Sample  of  Independent  Retailers 


The  beef  volume  criterion  led  to  inclusion  among  independent  retailers  of 
some  multiple  unit  firms.   The  total  number  of  respondents  was  19^  of  which  163, 
84  percent  of  the  total,  maintained  single  outlets.   Of  the  31  firms  with  multi- 
ple units,  more  than  half  had  k   or  more  units  and  most  of  them  were  located  in 
the  western  region  (table  27).   In  total,  the  respondents  operated  368  outlets 
for  an  average  of  1.9  outlets  per  firm.   The  sample  was  reasonably  well  distri- 
buted geographically  but  it  was  not  a  representative  probability  sample  of  all 
independent  retailers  in  the  Nation. 


Table  27. --Independent  retailers:   Number  of  establishments  per  firm, 

by  region,  1955 


Region 

Establi 

shments  per 

fj 

_rm 

1    ; 

2        ; 

3      ; 

k 

or  more 

Total 

North  Central  . . 
South  

Number 

h3 
ko 
28 
52 

Number 

2 

2 

0 

.  3 

Number 

1 
1 
1 
3 

Number 

3 
k 
2 
9 

Number 

k9 
hi 
31 
61 

Sample  total 

163 

7 

6 

18 

194 
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Types  of  Firms  Included  in  the  Sample 

Several  types  of  retail  outlets  -were  included  in  the  sample.   These  "were 
meat  markets,  supermarkets,  and  stores  classified  as  "other  grocery  and  meat." 
They  included  outlets  which  were  independently  owned,  stalls  in  public  markets, 
and  leased  or  independently  owned  meat  departments  in  food  stores.   Several 
respondents  were  members  of  voluntary  groups  but  this  membership  did  not  appear 
to  alter  significantly  the  retailer's  conduct.   His  activities,  therefore,  did 
not  require  separate  analysis. 

Volume  Handled  and  Income  Areas  Served 

Total  beef  volume  for  35^  retail  outlets  of  183  firms,  for  which  volume 
data  were  made  available,  was  kk.6   million  pounds  (table  28).   Beef  volumes  of 
respondents  in  the  western  region  averaged  larger  than  other  firms  in  the  sample 
and  accounted  for  about  4  5  percent  of  the  total  for  all  respondents.   The  re- 
mainder was  distributed  about  evenly  among  respondents  in  the  3  remaining 
regions. 

Independent  retailers  also  were  classified  into  size  groups  on  the  basis 
of  volume  of  beef  handled  (table  28).   "Small"  firms  were  those  selling  less 
than  100,000  pounds  annually.   "Medium"  size  firms  were  those  handling  100,000 
pounds  or  more  but  less  than  200,000  pounds  annually.   "Large"  size  firms  were 
those  selling  200,000  or  but  less  than  3  million  more  pounds  annually.   The 
large  size  classification  included  nearly  all  of  the .multiple-establishment 
firms  and  represented  nearly  four-fifths  of  the  volume  handled  by  all  respond- 
ents. 

Each  respondent  was  asked  to  classify  his  customers  according  to  income, 
using  his  own  frame  of  reference  as  to  what  constituted  high,  medium,  and  low 
income  levels.   Generally,  the  respondent  based  his  reply  upon  factors  such  as 
type  of  employment,  size  of  paycheck  cashed,  type  of  home,  and  ethnic  factors 
(table  28).  1/ 

General  Policies  on  Grades  and  Grading 

Retailers  probably  have  a  wider  array  of  practicable  policy  alternatives 
available  to  them  than  packers  or  wholesalers.   The  principal  reason  for  this 
is  that  quality  and  labeling  specifications  of  consumers  usually  are  less 
precise  than  those  of  retail  buyers.   Retailers,  therefore,  probably  can  be 
more  successful  than  their  suppliers,  if  they  so  desire,  in  persuading  their 
customers,  through  advertising,  promotion,  and  other  means,  that  their  estab- 
lished policies  and  practices  result  in  better  quality  of  better  eating  satis- 
faction at  lower  prices. 


1/  Some  retailers  reported  stores  in  more  than  one  income  level  but  it 
was  possible  to  classify  each  firm  on  the  basis  of  the  dominant  income  level 
influence.   Most  of  these  fell  into  the  medium  income  level  grouping. 
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Retailers,  however,  are  by  no  means  completely  free  in  this  respect.   Like 
other  types  of  firms,  they  are  primarily  interested  in  maximizing  their  net 
incomes.   This  means  that  like  other  types  of  firms,  retailers --independent 
retailers  particularly—are  severely- restricted  by  a  number  of  factors  such  as 
incomes  of  consumers,  knowledge  and  preferences  of  consumers  regarding  meat 
quality,  grades  and  grading,  the  nature  of  competition,  and  local  customs. 

Type  of  Grading  and  Extent  of  Use 

About  73  percent  of  the  beef  handled  by  the  183  firms  which  provided  vol- 
ume data  was  Federal  grade  rolled  (table  29).  About  15  percent  was  packer 
branded  and  slightly  more  than  12  percent  was  ungraded.   Most  firms,  166  of  the 

Table  29. --Independent  retailers:   Number  of  firms  reporting  and  percentage 
of  block  beef  purchased  federally  graded,  packer  branded,  and  ungraded, 
by  region,  size  class,  and  income  area  served,  1955 


Item 


Firms 


Type  of  grading  or  branding 


Federal 


Packer  "  Ungraded ' 


Total 


Region: 

Northeast  

North  Central  

South  

West  

Total  sample  . . . 

Income  area  served:  l/ 

Low 

Middle  

High  

Total  sample  . . . 

Size  classes:  l/ 

Small  

Medium  

Large  

Total  sample  . . , 


Number 

Percent 
76.7 

Percent 
11.3 

Percent 
12.0 

Percent 

k2 

100.0 

45 

71.4 

13.0 

15.6 

100.0 

31 

48.5 

44.6 

6.9 

100.0 

65 

82.2 

3-9 

13.9 

100.0 

183 

72.8 

14.7 

12.5 

100.0 

46 
91 

he 


84 
46 
53 


49.5 
79.8 
76.0 


7278 


TBI 


70.1 
72.4 
73-2 


15.0 
11.4 
21.8 
14.7 


"7278" 


17.5 
20.1 

13-5 
14,7 


35.5 

100.0 

8.8 

100.0 

2.2 

100.0 

12.5 


12.4 

7.5 
13.3 


100.0 


100.0 

100.0 
100.0 


12.5 


100.0 


1/  See  footnotes  to  table  28  for  definitions, 


183,  handled  some  federally  graded  beef.   About  75  percent  of  the  respondents, 
137  firms,  handled  federally  graded  "beef  to  the  extent  of  50  percent  or  more 
of  their  total  beef  purchases.   Seventy-eight  firms,  4  3  percent  of  the  sample, 
sold  some  packer  branded  beef  but  only  about  one-half  of  these  firms  handled 
packer  brands  to  the  extent  of  50  percent  or  more  of  their  purchases.   Some 
ungraded  beef  was  reported  handled  by  60  firms.  2/  Only  20  firms  reported 
handling  all  3  types.   Among  the  183  respondents,  53  sold  only  federally 
graded  beef,  8  handled  packer  branded  beef  exclusively,  and  5  sold  only  the 
ungraded  product.   Retailers  often  reported  that  some  carcasses  purchased  were 
rolled  -with  both  a  Federal  grade  and  a  packer  brand.   The  importance  of  double- 
rolling,  volumewise,  cannot  be  determined  from  data  collected.   However,  the 
practice  was  reported  in  many  cities  including  Seattle. 

Policies  and  patterns  of  use  with  respect  to  grades  and  brands  varied 
regionally  among  independent  retailers.   But  the  principal  variations  apparently 
were  largely  unrelated  to  size  of  firm  (table  29).   Respondents  serving  customers 
in  medium  and  high  income  areas,  however,  tended  to  handle  a  significantly  higher 
percentage  of  federally  graded  beef  than  respondents  serving  customers  in  low 
income  areas.   Significantly  higher  percentages  of  packer  branded  beef  also  were 
sold  at  the  high  income  locations.   Nearly  36  percent  of  the  beef  sold  in  low 
income  areas  was  ungraded. 

A  majority  of  the  respondents  who  handled  2  or  more  of  the  3  types  of  beef, 
federally  graded,  packer  branded,  and  ungraded,  reported  variations  during  the 
year  in  the  percentages  of  each  category.   In  general,  these  shifts  were 
occasioned  by  opportunities  of  price  advantage  and  by  reliance  on  suppliers  to 
the  extent  that  the  retailer  often  took  what  was  sent  him  regardless  of  the  type 
of  beef  involved. 


Grades  Handled 

About  70  percent  of  the  total  volume  of  federally  graded  beef  handled  by 
166  firms  consisted  of  U.  S.  Choice.   Most  of  the  remainder  was  federally  graded 
Good  (table  30).   Higher  relative  percentages  of  the  Choice  grade  were  handled 
in  the  West  and  in  the  Northeast  than  in  other  regions.   Relatively  high  per- 
centages of  the  Good  grade  were  utilized  in  the  North  Central  region  as  well 
as  the  South.   The  Prime  grade  was  important  only  among  respondents  in  the 
Northeast  whereas  Commercial  and  "other"  grades  were  most  important  in  the  West. 

In  general,  the  lower  the  quality  purchased,  the  greater  was  the  likelihood 
that  such  beef  was  purchased  ungraded.   However,  no  consistent  relationship  was 

2/  Frequently,  retailers  did  not  include  as  part  of  their  purchases  such 
items  as  ground  beef  ingredients,  and  beef  purchased  for  cube  steaks,  or  other 
specialties.   Beef  purchased  for  these  purposes  usually  was  ungraded,  and  con- 
sisted of  lower  grade  beef  cuts  or  carcasses,  boned  beef,  beef  scraps  or  bull 
meat.   It  is  not  possible  to  state  poundage  of  this  meat  utilized  but  it  is 
clear  that  ungraded  beef  was  handled  by  more  than  60  firms  and  accounted  for 
more  than  the  12.5  percent  of  total  handlings  shown  in  table  29 • 
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Table  30- --Independent  retailers:   Number  of  reporting  firms  and  percentage 

distribution  of  federally  graded  beef  purchased  by  grade,  region, 

income  area  served,  and  size  classes,  1955 


Item 


Firms 


Federally  graded  beef  purchased 


Prime 


Choice 


Good 


Commer- 
cial 


Other 


Total 


Region: 

Northeast  

North  Central 

South  

West  

Total  sample 


Income  area  served: 

Low 

Middle  

High  

Total  sample 


±1 


Size  classes:  1/ 

Small  

Medium  

Large  

Total  sample 


Number  Percent  Percent  Percent  Percent  Percent  Percent 


36 

^3 

26 

6l 

T56" 


37 

85 

kk 

1W 


hi 
T56~ 


23.6 

3-1 

•3 

2.1 

~6"X 


.1 

5-5 
11.8 

XT 


h.3 

10.5 
6.0 


69.1 
6k.h 
61.0 
75.0 


5-6 
31-2 

37.9 

12.1 


1-7 
1.3 

.h 
8.7 


70.3 


17.2 


5.0 


35.  h 
71.6 
8l+. 9 


57-8 

ik.k 

2.8 


5.6 

6.9 

•  5 


70.3 


17.2 


5-0 


75-0 

69.1 
69.9 


18.5 
16.9 
17-1 


1.6 

3-2 

5-7 


TO.  3 


17.2 


5.0 


0 
0 

2.1 


1.1 


1.1 

1.6 
0 


1.1 


•  3 
1-3 


1.1 


100 
100 
100 
100 


100 


100 
100 
100 


100 


100 
100 
100 


100 


1/  See  footnotes  to  table  28  for  definitions. 

discernible  between  grade  level  handled  and  size  class  of  the  firm.   Income 
area  served,  on  the  other  hand,  proved  to  be  an  important  factor  in  the  policy 
decisions  of  respondents  with  respect  to  grades  of  beef  handled.   The  higher 
the  income  area  served,  the  higher  were  the  percentages  of  Prime  and  Choice 
grades  handled;  the  lower  the  income  area  served,  the  greater  were  the  percent- 
ages of  Good  and  Commercial  grades  handled. 


Federal  Grade  Equivalents  of  Top  Packer  Brands 


The  packer  brands  purchased,  with  few  exceptions,  were  top  national  and 
local  packer  brands.   Respondents  who  purchased  this  packer  branded  beef  equated 
top  packer  brands  and  Federal  grades  as  shown  in  the  tabulation  below.   In 
essence,  the  responses  were  divided  between  Choice  and  Good  with  the  former 
receiving  two-thirds  of  the  "votes"  and  the  latter,  one-third. 
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Estimated  U.  S.  grade 

equivalent  of  top  packer  Percent 

"brands  handled responding 


Prime  3 

Choice  6k 

Good  30 

Commercial  3 

Total  , 100 

Cooperative  and  Voluntary  Group  Buying  Arrangements  3/ 

Cooperative  and  voluntary  group  buying  often  posed  a  policy  problem  for 
member  stores.   Some  members,  for  instance,  considered  the  quality  handled  "by 
the  association  or  group  too  low  for  their  standards  and  others  believed  that 
the  efforts  of  the  cooperative  or  group  were  directed  at  an  excessively  high 
price  level.   Actually,  most  of  the  voluntary  groups  did  not  have  central  meat 
buying  programs  and  of  those  that  did,  few  had  established  such  a  program  in 
1955*   Some  of  the  cooperatives,  it  was  reported,  did  not  have  a  central  meat 
buying  program.   In  addition,  members  of  cooperatives  frequently  were  encount- 
ered who  had  decided  not  to  participate  in  the  beef  program  of  the  association. 
In  citing  reasons  for  this,  difficulties  in  establishing  policies  that  were 
entirely  satisfactory  to  all,  or  even  a  majority,  of  the  members  were  mentioned. 

Instances  were  reported  wherein  cooperative  or  voluntary  group  organizations 
had  inaugurated  a  system  of  buying  according  to  individual  store  specifications. 
Others  made  arrangements  each  week  with  a  list  of  suppliers  and  permitted  members 
to  contact  these  suppliers  at  will.   Executives  of  some  of  these  organizations 
expressed  the  desire  to  have  all  affiliated  or  member  stores  adopt  a  uniform 
policy  of  handling  only  U.  S.  graded  Choice  beef  and  to  have  one  man  do  all  the 
buying.   This  policy,  it  was  believed,  would  enhance  the  growth  and  reputation 
of  the  organization,  simplify  purchasing  and  advertising,  and  improve  the  com- 
petitive position  of  independent  retailers  relative  to  the  retail  food  chains. 

One  of  the  larger  voluntary  groups  inaugurated  a  centralized  meat  buying 
program  in  1952.   This  program  developed  slowly  at  first  but  by  early  195^  bad 
expanded  to  include  most  of  the  groups'  6,000  affiliated  stores  (l4,  p.  32). 
Within  the  quality  ranges  specified,  buyers  are  instructed  to  "buy  meat  of 
quality  at  least  equal  to  that  of  competing  chains"  (l^-,  p.  32).   The  merchan- 
dising program  was  centered  around  the  proprietary  meat  label  of  the  group. 

3/  A  distinction  must  be  made  between  a  cooperative  and  a  voluntary  group. 
An  important  point  of  difference  is  that  in  a  cooperative  the  retail  store  may 
be  owned  by  consumers  and  the  cooperative  stores,  in  turn,  may  own  the  whole- 
sale facilities.   In  a  voluntary  group,  independent  retailers  simply  affiliate 
themselves  with  a  group.   No  group  ownership  is  involved. 
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Interviews  in  early  1958  "with  representatives  of  other  voluntary  groups 
revealed  that  several  of  the  larger  groups  planned  to  initiate  similar  programs 
■within  the  near  future.   Beef  quality  contemplated  in  these  programs  is  equiv- 
alent to  top  Good  and  Choice  and  a  high  percentage  •will  he  federally  graded. 
However,  private  labels  will  he  used,  primarily,  in  merchandising.   The  princi- 
pal deterrent  to  rapid  progress  in  these  programs  appeared  to  he  the  training 
of  buyers  and  other  personnel. 

Attitudes  toward  Grading 

Policies  of  independent  retailers  on  grading  probably  are  reflected  as 
accurately  by  their  attitudes  regarding  grades  and  grading  as  by  other  indi- 
cators.  Of  172  respondents  expressing  attitudes  167,  or  97  percent,  preferred 
either  the  present  voluntary  arrangement  or  a  system  of  100  percent  compulsory 
Federal  grading  (table  3l)«   Only  a  few  firms,  primarily  respondents  in  low 
income  areas  of  the  South  and  West,  advocated  the  elimination  of  Federal  grades 
and  grading. 

Respondents  who  expressed  preference  for  a  system  of  100  percent  compulsory 
grading  of  beef  wanted  to  ensure  the  availability  of  stamped  beef  as  an  aid  in 
their  buying,  as  a  quality  control  for  the  protection  of  their  customers,  and 
as  a  means  of  "keeping  the  competition  honest"  in  selling.   Exponents  of  com- 
pulsory grading  also  were  located  mainly  in  South  and  West,  but  they  usually 
operated  stores  in  the  higher  income  areas  and  tended  to  be  the  larger  volume 
respondents.   All  15  of  the  respondents  in  Seattle,  where  the  Federal  grading 
of  beef  was  made  compulsory  by  city  ordinance,  were  recorded  as  preferring 
compulsory  Federal  grading. 

Respondents  in  the  Northeast  and  the  North  Central  region,  the  smaller 
volume  retailers,  and  those  serving  consumers  in  low  income  areas  tended  to 
favor  the  present  system  over  compulsory  grading.   Representatives  of  the 
voluntary  groups  interviewed  in  195^  favored  Federal  grading  and  most  preferred 
the  present  arrangement. 

Retailers  favoring  the  present  system  generally  liked  the  optional  feature, 
often  expressed  as  "let  each  man  decide  for  himself."  They  believed  that  under 
an  optional  system  they  were  able  to  operate  to  better  advantage  in  buying,  in 
selling,  or  in  both  and  often  associated  compulsory  grading  with  price  controls 
and  other  compulsory  regulations  considered  unpleasant.   In  addition,  lack  of 
knowledge  on  the  finer  points  of  grading  frequently  was  apparent  among  retailers 
and  this  contributed  to  the  overwhelming  support  given  by  independent  retailers 
to  Federal  grading.   Time  saved  by  relying  upon  U.  S.  grades  was  another  factor. 

Buying  Policies  and  Practices  of  Independent  Retailers  as 

Related  to  Grading 

Buying  practices  of  independent  retailers  tend  to  underscore  and  emphasize 
the  degree  of  reliance  by  independent  retailers  on  uniform  grade  standards.   This 
was  evident  in  buying  specifications  and  supply  sources  of  the  respondents.   The 
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standards  represented  a  means  of  assuring  desired  quality,  of  comparing  prices 
and  shopping  for  "best  "buys/1  and  of  minimizing  procurement  costs.   Other 
considerations,  however,  also  were  important. 


Table  31- --Independent  retailers:  Attitudes  on  Federal  grading  and 
percentage  distribution  of  attitudes  among  reporting  firms, 
by  region,  income  area  served,  and  size  class,  1956  l/ 


Firms 

Preference 

on  Federal  grading. 

Item 

Compul- 
sory 
grading 

Present 
volun- 
tary 
system 

Present 
system 
with 
improve- 
ments 

Abolish 

Total 

Region: 

Number 

39 
43 
28 
62 

Percent 

28.2 

27.9 
46.4 

54.9 

Percent 

71.8 
72.1 

46.4 
4o.3 

Percent 

0 

0 

3.6 

0 

Percent 

0 
0 
3-6 

4.8 

Percent 
100 

100 

South  

100 

100 

Total  sample 

2/ 

172 

1*0.7 

56.4 

0.6 

2.3 

100 

Income  area  served: 

43 

88 

ill 

27.9 
43.2 

48.8 

65.1 
55.7 
48.8 

2.3 

0 

0 

4.7 
l.l 
2.4 

100 

Middle  

100 

High  

100 

Total  sample 

172 

40.7 

56.4 

0.6 

2.3 

100 

Size  class:  2/ 
Small  

80 
42 

50 

32.5 
47.6 
48.0 

66.3 
45.2 
50.0 

0 

2.4 

0 

1.2 
4.8 
2.0 

100 

100 

100 

Total  sample 

172 

40.7 

56.4 

0.6 

2.3 

100 

l/  Respondents  expressing  indifference  were  classified  as  preferring  the 
present  system  but  in  the  opinion  of  the  interviewers  the  proportion  of 
retailers  in  the  sample  who  were  completely  indifferent  to  grading  systems 
was  not  very  large. 

2/  See  footnotes  to  table  28  for  definitions. 
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Buying  Specifications 

Most  respondents  indicated  that  their  specifications  were  designed  to  fit 
the  preferences  of  consumers  in  specific  localities.   Actually,  they  represented 
the  retailers'  interpretations  of  consumer  preferences  as  determined  from  con- 
sumer buying  patterns. 

As  shown  earlier,  about  73  percent  of  the  block  beef  purchased  by  respond- 
ents was  rolled  with  U.  S.  grades  and  more  than  one-half  the  remainder  was 
stamped  with  packer  brands.   This  in  itself  is  evidence  not  only  of  heavy 
reliance  on  Federal  grades  but  also  of  the  retailers'  preference  for  beef 
stamped  with  some  identifying  mark  of  quality.   This  implied  preference 
agrees  with  independent  retailers'  attitudes  regarding  the  usefulness  of 
Federal  grades  and  packer  brands  in  buying  (table  32).   Of  the  respondents 
buying  U.  S.  graded  beef,  76  percent  found  Federal  grades  to  be  an  aid  in 
purchasing.   The  desire  for  quality  designation  was  carried  over  to  purchases 
from  brand  packers  wherein  about  39  percent  of  the  retailers  handling  packer 
brands  preferred  to  have  the  beef  so  stamped  and  considered  the  packer  brand 
stamp  as  a  useful  guide  in  buying.   A  nearly  equal  number,  however,  said  that 
packer  brands  were  not  useful  in  buying  and  more  than  one-fourth  of  the  respond- 
ents using  packer  branded  beef  were  indifferent  to  the  brand  stamp.   Medium 
and  small  volume  retailers  in  medium  and  high  income  areas,  particularly,  con- 
sidered grade  stamps  and  brand  stamps  useful  in  buying. 

Other  considerations  were  important  in  buying.   These  included  carcass 
weights,  conformation,  and  cut-out  yield  of  the  carcass,  age,  color  of  fat, 
and  color  of  lean.   Regional  variations  in  weights  desired  and  some  other 
specifications  were  marked,  h/     There  appeared  to  be  some  general  preference 
for  lightweight  cattle  and  2  principal  reasons  were  offered  for  this.   Some 
stated  that  the  waste  and  trim  on  these  carcasses  was  lower,  percentagewise, 
and  that  as  a  result  a  better  profit  margin  per  unit  could  be  obtained  on  such 
beef.   Several  added  that  in  consideration  of  increased  competition  from  food 
chains,  waste,  trim,  and  cutting  yields  were  increasingly  important.   White 
fat  was  desired  but  the  less  fat  the  better.   The  other  reason  mentioned  is 
that  steaks  cut  from  heavier  cattle  were  too  large  to  sell  at  a  price  per 
package  or  per  steak,  rather  than  per  pound,  acceptable  to  consumers.  5/ 

Three  principal  points  emerged  in  the  preceding  discussion.   (l)  Federal 
grades  were  important  buying  aids  to  most  of  the  respondents.   (2)  Independent 
retailers  exhibit  a  desire "for  quality  designation  of  some  type  on  higher 
quality  beef  carcasses  purchased.   (3)  Although  Federal  grades  were  important, 
they  were  not  complete  specifications  so  far  as  the  independent  retailer  was 
concerned. 


k/   Denver  retailers,  for  example,  reported  buying  principally  ^50-500  pound 
heifers;  550-600  pound  steers  were  the  general  rule  in  Seattle;  Boston  respondents 
tended  to  purchase  cuts,  such  as  quarters,  rumps,  rounds,  loins,  from  carcasses 
weighing  600-800  pounds  or  more;  and  Houston  stores  selling  the  higher  qualities 
preferred  500-700  pound  steers. 

5/  One  respondent  said  that  consequently  he  varied  the  weight  of  carcasses 
purchased  with  changing  cost  prices  so  that  he  could  maintain  the  selling  price 
of  a  round  steak  at  $1  or  less. 
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Sources  of  Supply 


The  leading  supply  source  of  independent  retailers  varied  widely  among 
regions  and  localities.   Nearly  half  the  "beef  purchased  by  sample  respondents 
was  supplied  by  independent  packers  but  in  the  North  Central  and  Western 
regions  the  percentages  ootained  from  this  source  were  nearer  three-fourths 
and  two-thirds,  respectively  (table  33). 

Table  33 • --Independent  retailers:   Number  of  reporting  firms  and  percentage 
of  beef  purchased  from  various  types  of  suppliers,  by  region,  income  area 
served  and  size  of  respondent,  1955 


Item 


Firms 


Type  of  supplier 


Inde- 
pendent 
packer 


National 
packer 


Whole- 
saler 


Total 


Region: 

Northeast  

North  Central  

South  

West  

Total  sample  . . 

Income  area  served:  l/ 

Low 

Middle  

High 

Total  sample  . . 

Size  classes:  l/ 

Small  

Medium  

Large  

Total  sample  . . 


Number 

Percent 

Percent 

Percent 

Percent 

4l 

39-5 

31.4 

29.1 

100.0 

44 

72.0 

25.6 

2.4 

100.0 

31 

.8 

89.9 

9.3 

100.0 

65 

64.4 

19.4 

16.2 

100.0 

181 

48. 5 

36.4 

15.1 

100.0 

45 

57-1 

30.1 

12.8 

100.0 

90 

48.5 

34.1 

17.4 

100.0 

46 

1+1.8 

46.4 

11.8 

100.0 

181 

48.5 

36.4 

15.1 

100.0 

82 

48.4 

39.3 

12.3 

100.0 

46 

52.2 

33-8 

14.0 

100.0 

53 

48.0 

36.5 

15.5 

100.0 

181 

48.5 

36.4 

15.1  • 

100.0 

l/  See  footnotes  to  table  28  for  definitions. 

About  one- third  of  the  beef  purchased  by  independent  retailers  came  from 
national  packers.   Nearly  90  percent  of  the  beef  purchased  by  respondents  in 
the  South,  however,  was  supplied  by  national  packers  or  their  "branch  sales 
houses.   Respondents'  purchases  from  wholesalers  represented  15  percent  of  the 
total  for  the  entire  sample,  but  nearly  30  percent  of  the  total  for  sample 
retailers  in  the  Northeast. 
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Selection  of  a  given  pattern  of  supply  sources  was  based  largely  on  serv- 
ice and  the  relationship  developed  between  buyer  and  seller.   The  usual 
practice  was  to  maintain  the  source  pattern,  usually  a  single  source,  with 
little  change.   Occasional  reference  was  made  to  changing  suppliers  in  order 
to  take  advantage  of  unique  price  opportunities,  to  obtain  federally  graded 
beef,  or  when  adequate  supplies  of  desired  qualities  were  not  available  from 
regular  sources.   The  independent  retailer,  however,  ordinarily  was  not  a 
"shopper"  because  he  believed  that  prices  were  "pretty  much  the  same"  from 
supplier  to  supplier.   Consequently,  he  relied  heavily  on  personal  relation- 
ships and  on  either  the  Federal  grade  standards  or  packer  brands. 

Determinants  of  the  Number  of  Grades  or  Qualities  Purchased 

About  half  of  the  firms  with  single  outlets  reported  purchases  of  a 
single  quality,  usually  Choice,  throughout  the  year.   The  other  half  reported 
purchases  of  combinations  of  qualities  which,  typically,  were  adjacent  grades. 

Reasons  for  Purchasing  One  Grade  or  Quality  Only 

Those  who  purchased  a  single  quality  did  so  for  one  or  more  of  a  number 
of  reasons,  each  of  which  was  important  judging  by  the  fact  that  they  were 
stated  frequently.   Retailers  were  observed  who  (l)  believed  it  was  necessary 
to  sell  a  single  quality  in  order  to  build  and  maintain  their  reputation  and 
who  stated  that  if  they  handled  2  qualities,  mixing  might  result  and  cause 
customer  complaints  and  ultimate  loss  of  sa^es;  (2)  did  not  have  enough  space 
to  handle  2  qualities;  (3)  believed  that  a  second  quality,  either  higher  or 
lower  in  grade,  would  not  sell  in  sufficient  volume  to  cover  additional  costs 
of  handling  and  merchandising;  and  (k)   handled  Choice  beef  for  quality  cus- 
tomers and  used  veal,  or  baby  beef,  for  price  conscious  customers. 

i 

Reasons  for  Purchasing  Two  or  More  Grades  or  Qualities 

It  was  not  possible  to  determine  the  order  of  importance  of  reasons  for 
buying  2  or  more  qualities.   However,  retailers  were  interviewed  who  (l)  pur- 
chased heavily  in  1  quality  and  a  little  of  the  next  higher  or  next  lower 
quality^  6/   (2)  bought  more  than  1  quality  and  mixed  them  in  such  a  way  as  to 
obtain  a  better  margin,  (3)  bought  2  or  more  qualities  and  displayed  them 
separately  at  different  prices  in  order  to  attract  quality  as  well  as  price 
conscious  customers,  (k)   purchased  mainly  high  quality  beef  but  bought  lower 
qualities  to  mix  with  trimmings  in  making  ground  beef,  cube  steaks,  or  other 
specialities,  (5)  purchased  mainly  low  qualities  but  obtained  small  amounts 
of  higher  quality  beef  for  frying  or  broiling  steaks,  and  (6)  sold  regularly 
to  home  freezer  customers  and  frequently  bought  lower  qualities  for  these 
customers  than  that  sold  over  the  counter. 

6/  In  these  instances  retailers  usually  believed  that  they  were  handling 
a  single  top  quality. 
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Practices  Related  to  the  Purchase  of  Ungraded  Beef 

The  Federal  grade  equivalents  of  most  of  the  ungraded  "beef  handled,  as 
pointed  out  earlier,  were  Good,  Commercial  and  lower.  Only  a  small  propor- 
tion of  the  sample  reported  purchases  of  ungraded  "beef  equivalent  to  Choice. 

Several  reasons  were  advanced  for  purchase  of  ungraded  beef.   The  most 
important  of  these  are  summarized  according  to  relative  importance  in  table 
3^-.   Price  and  income  of  consumers  apparently  were  the  principal  explanatory 
factors.   Quantity  at  a  low  price,  rather  than  quality,  was  demanded  by  retailers 
for  grinding  and  lower  valued  uses  and  by  customers  of  retailers  in  low  income 
areas  or  of  particular  ethnic  groups.   In  addition,  ungraded  purchases  often 
meant  that  the  retailer  was  buying  ungraded  liners  at  a  -price  below  that  of 
the  higher  grade.   Evidently  many  retailers  either  did  not  think  the  presence 
of  a  Federal  grade  stamp  assisted  them  in  selecting  beef  to  meet  the  demand 
for  the  lower  grades  or  qualities  of  block  beef,  or  preferred  not  to  have  beef 
in  the  lower  quality  ranges  grade  rolled,  despite  the  fact  that  the  designa- 
tions may  have  aided  them  in  purchasing. 

A  relatively  large  group  of  respondents  tended  to  rely  entirely  on  their 
own  knowledge  of  quality  in  buying  lower  grade  beef.   Another  group  of  retailers 
exhibited  confidence  in  and  heavy  reliance  on  their  suppliers,   and  this  often 
meant  acceptance  of  ungraded  carcasses  in  the  higher  grade  as  well  as  the  lower 
grade  categories.   A  few  retailers  in  both  large  and  small  size  groups  preferred 
not  to  have  customers  know  the  Federal  grade  equivalent  of  beef  handled.   In 
addition,  a  number  of  retailers  stated  or  implied  that  the  words  "Commercial" 
and  "Utility"  had  unfavorable  connotations.   Finally, some  respondents  purchased 
ungraded  beef  for  the  reason  that  they  were  unfamiliar  with  Federal  grades  and 
grading. 

Methods  of  Assuring  Desired  Quality 

Regardless  of  the  type  of  beef  purchased,  only  about  1  retailer  in  h 
selected  beef  from  the  coolers  of  his  suppliers.   Typically,  the  retailer 
inspected  the  beef  upon  arrival  at  the  store.   If  it  was  found  unsatisfactory 
he  might  refuse  to  take  delivery  but  this  happened  infrequently. 

As  a  rule,  those  who  selected  beef  from  the  supplier' s  cooler  were  seek- 
ing the  best  in  price,  the  best  in  quality,  or  both.   Cost  savings  in  personal 
selections  of  beef  were  said  to  result  from  more  effective  bargaining;  select- 
ing carcasses  yielding  high  percentages  of  lean  meat  relative  to  bone,  fat  and 
waste;  buying  items  which  were  in  long  supply;  buying  liners;  and  buying  beef 
which  was  bruised  or  otherwise  not  of  first  quality.   Others  stated  that  they 
paid  a  cent  or  so  more  per  pound  for  beef  in  order  to  have  the  opportunity  to 
make  their  own  selections  from  the  cooler,  that  is,  to  pick  the  best  in  the 
grade--to  "top"  the  cooler.  7/ 

7/  It  was  not  possible  to  assess  whether  the  "best  in  the  grade"  referred 
to  top  eating  quality,  highest  yield,  best  appearance  or  some  combination  of 
these  and  perhaps  other  factors.   However,  the  oft-repeated  desire  of  retailers 
for  top  U.S.  Choice  beef  with  little  fat  suggests  that  their  specifications  for 
the  top  of  the  grade  differed  from  those  of  the  Federal  grade  standards. 
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Several  respondents  reported  that  the  rise  in  the  use  of  Federal  grades 
had  "been  accompanied  by  an  increase  in  the  practice  of  railing  by  quality  in 
the  packer's  cooler.  8/  This  result  -was  considered  a  favorable  development 
since  it  reduced  the  time  and  cost  associated  -with  selection  in  coolers. 

In  summary,  the  folio-wing  points  on  quality  control  by  independent  retailers 
appear  relevant:   (l)   It  was  difficult  for  most  independent  retailers  to  find 
the  time  to  visit  coolers  of  suppliers,  (2)  the  amount  purchased  -was  rarely 
of  such  significance  that  inspection  at  supplier's  coolers  "was  considered 
worthwhile,  (3)  cooperative  buying  arrangements  often  made  inspection  prior  to 
delivery  impracticable,  (k)   packers,  retailers  reported,  frequently  preferred 
that  buyers  refrain  from  entering  the  cooler  as  this  tended  to  increase  selling 
costs,  (5)  remarks  and  comments  by  independent  retailers  suggest  that  many  were 
not  sufficiently  informed  concerning  quality  attributes  of  beef  to  make  their 
own  selections,  and  (6)  consequently,  independent  retailers  generally  relied 
upon  Federal  grades,  packer  brands  and  judgments  of  suppliers  as  purchasing 
aids,  purchased  more  or  less  regularly  from  particular  suppliers,  and  inspected 
the  purchases  upon  delivery. 

Other  Aspects  of  Procurement 

Independent  retailers  reported  no  problems  in  determining  quantities  of 
beef  to  be  purchased.   They  ordered  or  selected  frequently  from  suppliers  to 
keep  their  own  cooler  inventory  in  balance.   In  the  strict  sense,  they  used 
standing  relationships  with  supplier?  rather  than  standing  orders  and,  as  a 
result,  the  quantities  purchased  varied  from  time  to  time.   In  a  number  of 
instances,  retailers  reported  that  they,  or  their  suppliers,  selected  beef  and 
let  it  hang  several  days  for  aging  in  the  supplier's  cooler. 

Determining  the  price  to  be  paid  for  beef  presented  no  problems  to  the 
respondents.   Either  they  were  able  to  make  comparisons  of  quotations  received 
from  more  than  one  source  or  they  ordered  and  paid  for  beef  without  obtaining 
comparative  prices  in  the  belief  that  suppliers  could  not,  or  would  not,  over- 
charge for  fear  of  losing  business. 

Customer  Knowledge  of  Federal  Grades 

Retailers  were  asked  to  estimate  the  percentage  of  their  customers  who 
were  familiar  with  Federal  grades  of  beef.   As  indicated  in  table  35  '•   9/ 

8/  "Railing  by  quality"  means  hanging  carcasses  from  hooks  on  overhead 
rails  In  relatively  homogeneous  quality  groups  according  to  grade. 

9/  The  responses  and  the  relationships  indicated  may  have  been  affected 
by  erroneous  assumptions  or  biases  of  respondents.   Retailers  handling  federally 
graded  beef,  for  instance,  may  have  concluded  that  their  customers  were  familiar 
with  Federal  grades  because  butchers  had  been  instructed  to  explain  the  meaning 
of  U.S.  grade  stamps  on  beef.   The  survey  did  not  extend  to  the  ultimate  con- 
sumer and  hence  these  possibilities  cannot  be  evaluated. 
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Table  35 '--Independent  retailers:   Number  of  reporting  firms  and  percentage 
distribution  shoving  estimated  levels  of  customer  knowledge  of  Federal  grades, 
by  region,  income  area  served,  size  class"  of  retailers,  and  grade  level  hand- 
led, as  reported  by  the  retailers,  195&  l/« 


Item 


Firms 


Level  of  customer  knowledge  2/ 


High 


Medium 


Low 


Total 


Number   Percent 


Percent   Percent 


Percent 


Region:  : 

Northeast  :     36      3O.6      19-4      50.0  100.0 

North  Central :     kl              2k. k              2k. k              51-2  100.0 

South  :     25      28.0      16.0      56.O  100.0 

West  :     59 6l.0 17.0 22.0  100.0 

Total  sample :    16*1      39. 8      19^1      3+o79  100.0 

Income  area  served:  3/     : 

Low :            kl             19.5              17.1              63.4  100.0 

Middle   :            80              k<?.0             20.0              35. 0  100.0 

High :     kO 50.0 20.0 30.0  100.0 

Total  sample :    351      39.8      19.3      k0.9  100.0 

Size  classes:  3/         : 

Small :     50      36. 0      22.0      42.0  100.0 

Medium :     k2              54.8      l4.3      30.9  100.0 

Large  :     69 33.3 20.3 k6.k  100.0 

Total  sample :    151      39.8      19.3      40.9  100.0 

Grade  of  beef  handled:     : 

Low( Commercial  and  lower):     17      17.6       0       82.4  100.0 

Medium  (Good) :     43      16.3      25.6      58. 1  100.0 

High(Prime  and  Choice) . .  .  :    101 53.5 19. 8 26.7  100.0 

Total  sample :    loT      39.8      19. 3      40.9  100.0 

1/  Since  these  figures  reflect  retailers  '  estimates  or  opinions  they  may  be 
affected  by  varying  and  unknown  degrees  of  error  or  bias. 

2/  Customer  knowledge  was  classified  as  "High"  when  the  retailer  stated  that 
70  percent  or  more  of  his  customers  were  familiar  with  Federal  grades;  "Medium" 
for  a  response  of  30  percent  to  'JO   percent;  and  "Low"  for  responses  less  than 
30  percent. 

3/  See  footnotes  to  table  28  for  definitions. 
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(l)  Reported  levels  of  customer  knowledge  concerning  Federal  grades  were  rela- 
tively high  in  the  West  and  rather  uniformly  low  in  all  other  regions.   (2)  A 
definite  relationship  existed  "between  income  area  served  and  reported  levels 
of  customer  knowledge.   The  higher  the  income  area  the  higher  was  the  retailers' 
estimate  of  customer  knowledge.   (3)  The  reported  level  of  knowledge,  on  the 
average,  was  significantly  higher  among  customers  of  stores  of  medium  size  than 
among  customers  of  other  stores.  (k)     A  marked  relationship  is  evident  "between 
grade  level  of  beef  handled  and  the  reported  degree  of  customer  knowledge.   The 
higher  the  quality  level  of  "beef  handled,  the  higher  was  the  reported  knowledge 
of  customers. 

Interrelationships  were  apparent,  however,  among  a  number  of  these  vari- 
ables.  Sample  stores  of  medium  size  tended  to  be  concentrated  in  middle  or 
high  income  areas.  Also  a  significantly  higher  percentage  of  the  stores  in 
middle  and  high  income  areas  handled  the  Prime  and  Choice  grades  of  beef. 

Accuracy  of  the  retailers'  estimates  are  subject  to  considerable  question. 
This  is  particularly  true  of  the  regional  comparisons.   One  conclusion,  however, 
is  inescapable.   Customers  with  high  knowledge  of  U.S.  grades  are  in  the  minor- 
ity in  all  regions  except,  possibly,  the  West.   Generally  speaking,  the  level 
of  knowledge  regarding  Federal  grades  was  reported  as  low. 

Merchandising  Policies  and  Practices 
Related  to  Grading 

Two  particular  aspects  of  the  merchandising  practices  of  independent  retailers 
were  studied.   These  were  advertising  and  promotional  practices  and  attitudes  or 
opinions  of  respondents  concerning  the  usefulness  of  Federal  grades  and  of  packer 
brands  in  selling. 

Advertising  and  Promotional  Policies  and  Practices 

Advertising  policy  among  independent  retailers  varied  from  a  continuing 
and  well  organized  program  to  no  program  whatever.   The  efforts  of  a  considerable 
number  of  retailers  were  sporadic  both  in  the  continuity  of  advertising  and  in 
the  use  of  grade  names.  Approximately  a  third  of  the  retailers  that  handled 
U.S.  grades  of  beef  advertised  this  beef  by  Federal  grade.   Another  third  did 
not  advertise  except  through  an  occasional  sign  in  the  store  but  mentioned  U.S. 
grades  in  over-the-counter  selling.   The  final  third  of  the  respondents  who  sold 
federally  graded  beef  did  not  promote  this  feature  in  any  discernible  manner. 

Of  60  firms  handling  packer  brands,  approximately  15  percent  advertised 
top  brands  in  newspapers  or  handbills.   Another  15  percent  mentioned  the  brands 
in  over-the-counter  selling  and  "JO   percent  made  no  use  of  such  brands  in  promo- 
tion.  Finally,  ik   retailers  reported  advertising  by  Federal  grade  or  by  packer 
brand  only  when  such  efforts  were  sponsored  by  the  cooperative  of  which  they 
were  a  member. 

The  usual  media  used  in  advertising  were  newspapers  and  handbills.   Typi- 
cally, U.  S.  Choice  or  Choice  and  Prime  were  advertised  but  in  some  instances 
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retailer  advertising  copy  did  not  describe  accurately  or  completely  the  kind 
and  quality  of  beef  sold  in  the  store.   For  example,  a  retailer  advertising 
U.S.  Choice  and  Prime  frequently  carried  little  or  no  Prime  or,  as  in  other 
instances,  the  beef  offered  for  sale  -was  of  a  lower  grade,  was  packer  branded, 
or  even  ungraded.   In  over-the-counter  selling,  retailers  were  found  who  des- 
cribed beef  as  Prime,  Choice,  or  Grade  A,  for  example  irrespective  of  the  actual 
grade  or  the  manner  in  which  it  was  rolled. 

Usefulness  of  Grades  and  Brands  in  Selling 

Respondents  expressed  the  following  views  regarding  the  usefulness  of  grades 
and  brands  in  selling  (table  36)  •   (l)  Most  of  the  retailers  handling  federally 
graded  beef  considered  the  U.S.  grade  stamps  to  be  useful  in  selling  and  tended 
to  increase  their  sales  of  beef,  (2)  most  of  the  firms  handling  packer  branded 
beef  believe  that  the  brand  names  did  not  aid  them  in  selling  beef  and  a  rela- 
tively high  percentage  of  the  remaining  retailers  in  this  group  were  indifferent 
concerning  use  of  packer  brands  in  selling,  (3)  among  retailers  handling  federally 
graded  beef  as  well  as  among  those  selling  packer  brands,  a  higher  percentage 
of  the  small  firms  and  of  firms  in  low  income  areas  than  of  others  expressed 
indifference,  (h)   a  positive  relationship  existed  between  income  area  served 
and  the  extent  to  which  grades  or  brands  were  considered  useful  in  selling 
reflecting  the  pattern  of  consumer  knowledge  as  explained  earlier,  (5)  a 
relatively  high  percentage  of  the  medium  and  large  stores,  as  compared  with 
small  stores,  believed  that  the  Federal  grades  were  useful  in  selling  but  a 
relatively  small  percentage  of  the  large  firms  considered  packer  brands  useful 
in  selling. 

Comparisons  of  data  in  table  36  with  that  in  table  32  on  usefulness  of 
grades  and  brands  in  buying,  together  with  other  related  information,  reveal 
an  additional  tendency.   Although  grades  and  brands  offered  distinct  aid  in 
retailer  selling,  it  is  clear  that  they  were  considered  more  useful  in  buy- 
ing than  in  selling.   This  appears  reasonable  in  view  of  the  nature  of  indepen- 
dent retailers  and  their  buying  and  selling  practices.   Questions  regarding 
usefulness,  however,  pertained  to  the  entire  range  of  grades  or  brands  rather 
than  to  the  particular  grades  or  brands  handled.   Considerations  in  selling 
probably  were  most  important  as  determinants  of  policies  to  handle,  say,  the 
U.  S.  Choice  grade.   The  results  obtained  in  the  general  questions  on  usefulness 
mean,  nevertheless,  that  even  in  the  complete  absence  of  interest  in  merchandis- 
ing by  grade  or  brend  many  independent  retailers  might  insist  upon  buying  beef 
marked  with  Federal  grades. 

Relationship  of  Grading  Policy  on  Beef  to  Grading  Policy  on 

Veal  and  Lamb 

Retailers  who  bought  only  federally  graded  Choice  or  Prime  beef  in  1955 
more  often  than  not  applied  the  same  policy  in  purchases  of  lamb  and  veal 
(table  37). 
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Table  37* — Independent  retailers  purchasing  only  federally  graded 
Choice  or  Prime  beef  that  reported  purchases  of  veal  or  lamb, 

by  grade  or  brand,  1955 


Grades  and  brands  purchased 


Veal 


Lamb 


U.  S.  Choice  or  Prime  

U.  S.  Choice  and  Good,  Good  and  lower 

Packer  branded,  ungraded,  mixed  

Total  


Number 

Number 

27 
9 
7 

35 
1 

9 

^3 

^5 

This  policy  was  adopted  as  a  continuation  of  the  quality  reputation  established 
for  the  store  in  beef.   In  certain  localities  it  "was  difficult  to  maintain  a 
consistent  practice  in  this  respect  because  federally  graded  veal  and  lamb 
were  not  always  as  widely  available  as  federally  graded  beef.   In  addition, 
retailers  reported  that  veal  was  often  purchased  ungraded  because  it  was  by 
nature  a  tender  product  and,  thus,  there  was  less  risk  in  purchasing  it.   In 
certain  localities,  the  South  in  particular,  it  was  apparent  that  national 
brand  packers  were  the  predominant  killers  of  lamb  and  veal,  in  which  cases 
retailers  in  general  bought  these  meats  stamped  with  a  packer  brand. 

Summary  and  Implications  of  Findings  on  Independent 

Retailers 


The  Federal  grading  of  beef  appears  to  have  affected  independent  retailers 
through  providing  them  with  an  improved  basis  for  dealing  with  suppliers,  chang- 
ing some  of  their  buying  and  selling  practices,  and  serving  as  an  aid  in  sell- 
ing.  The  grades  probably  have  improved  the  bargaining  position  of  independent 
retailers  with  suppliers,  but  in  a  longer  term  sense,  the  Federal  grades  may 
have  tended  to  reduce,  relatively,  their  advantages  in  selling.  The  chains  and 
affiliated  groups  of  retailers  probably  can  use  Federal  grades  to  better  advan- 
tage than  the  unaffiliated  independent  retailers  in  advertising  and  merchan- 
dising. 

Independent  retailers,  relatively  small  volume  firms  by  definition,  usu- 
ally preferred  to  rely  on  grades,  brands,  or  suppliers  for  assurances  of  desired 
quality.  Most  preferred  the  Federal  grade  standards  to  other  alternatives  for 
these  assurances.   The  data  show  that  nearly  three-quarters  of  the  block  beef 
handled  by  independent  retailers  in  the  sample  was  federally  graded.   In  addi- 
tion to  this,  evidence  was  obtained  on  (l)  lack  of  knowledge  of  many  retailers 
concerning  the  finer  points  of  grading,  (2)  recorded  attitudes  of  retailers 
regarding  consistency  and  comparability  of  packer  brands  and  Federal  grades, 
and  (3)  opinions  on  the  relative  usefulness  of  grades  and  brands.   Results 
strongly  suggest  that  the  Federal  grade  standards  are  of  vital  importance 
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to  independent  retailers  in  buying  and  that  they  are  more  useful  to  them 
in  hoth  "buying  and  selling  than  the  packer  brands. 

Grading  policy  of  independent  retailers,  however,  appeared  to  be  influ- 
enced by  a  number  of  factors.   Habits  or  preferences  and  incomes  of  consumers 
■were  important  as  revealed  by  variations  in  the  data  among  regions  and  income 
areas  served.   Types  of  local  suppliers,  knowledge  and  experience  of  the 
retail  buyers,  intended  end  use  of  the  beef  purchased,  and  the  nature  of  local 
competition  also  appeared  to  be  factors  influencing  the  grading  policies  of 
respondents. 

Attitudes  of  retailers  pointed  clearly  to  a  preference  for  Federal 
grading.   The  only  contest  here  was  between  the  present  system  of  voluntary 
Federal  grading  and  packer  branding  versus  the  compulsory  100  percent  grading 
plan.   The  higher  the  level  of  quality  handled  by  the  respondent  the  more  he 
tended  to  favor  a  compulsory  grading  system.   Increased  experience  with  the 
Federal  grade  standards  also  was  associated  with  increased  regard  for  and 
acceptance  of  these  standards.  Most  retailers  seemed  to  prefer  the  present 
optional  plan.   This  plan  offers  opportunity  to  take  advantage  of  customer 
allegiance  to  packer  brands  and  of  the  chance  to  merchandise  ungraded  beef  to 
advantage  while,  at  the  same  time,  providing  access  to  the  Federal  grade  certif- 
icate of  quality. 

Desire  to  improve  their  competitive  position  with  retail  chains  may  have 
caused  some  independent  retailers  to  favor  a  system  of  compulsory  grading. 
Numbers  of  independent  retailers,  as  explained  in  an  earlier  chapter,  have 
dropped  sharply  and  sales  of  retail  chains  have  grown  relatively  since 
World  War  II.   The  nature  of  competition  and  consumer  demand  were  cited  by 
independent  retailers  as  reasons  for  concentration  on  the  Choice  grade  to 
the  extent  of  nearly  'JC   percent  of  federally  graded  beef  sales.   The  food 
chains,  it  was  repeatedly  stated  by  way  of  explanation,  handle  and  merchandise 
U.  S.  Choice  grade  beef.   Although  the  independent  retailers  considered  the 
maintenance  of  consistent  quality  standards  especially  helpful  in  stimulating 
repeat  sales,  it  Is  probable  that  the  food  chains  have  had  a  relative  advantage 
in  this  respect.   A  food  chain  is  in  position  to  promote,  advertise,  and  mer- 
chandise widely  and  continuously  on  a  Federal  grade  or  brand  basis.   In  con- 
trast, only  relatively  small  percentages  of  the  independent  retailer  respon- 
dents handling  federally  graded  or  packer  branded  beef  referred  to  grades  or 
brands  in  their  advertising 

Cooperative  and  voluntary  group  retailers  accounted  for  69  percent  of 
the  total  sales  by  all  independent  retailers  in  195&  (29j  p.  9)-   This  fact, 
together  with  the  inauguration  by  some  cooperative  and  voluntary  groups  of 
centralized  meat  buying  and  merchandising  programs  is  noteworthy  in  view  of 
the  competitive  situation  described. 
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VII.   POLICIES  AND  PRACTICES  OF  RETAIL  FOOD  CHAINS  ON  GRADING 

A  retail  food  chain  was  defined  as  a  retailer  with  k   or  more  outlets  who 
sold  an  estimated  3  million  or  more  pounds  of  beef  in  1955*  The  chains  had 
typical  characteristics  such  as  warehouse  ownership,  forward  purchasing,  and 
merchandising  practices  which  distinguished  them  from  independent  retailers. 
The  volume  qualification  furnished  a  check  over  the  number-of-stores  criterion 
since  not  all  outlets  of  chains  sell  beef.  11/  The  sample  included  chains  of 
national  and  regional  as  well  as  local  importance. 

Characteristics  of  Chain  Respondents 

Thirty-seven  retail  food  chains  were  included  in  the  study.  Variations, 
however,  were  encountered  in  a  number  of  firms  reporting  on  particular  topics 
covered  in  the  interview.  Twenty-eight  firms  gave  reasonably  complete  infor- 
mation on  all  topics  covered.  These  28  firms  averaged  217  stores  each  for  a 
total  of  6,089.  These  figures,  however,  do  not  include  data  on  one  of  the 
largest  food  chains  in  the  Nation  which  chose  not  to  provide  data  on  volume 
handled.  However,  it  volunteered  information  on  the  number  of  stores  it  owned 
and  operated.  12/  Adding  data  on  this  firm  and  on  k   others  to  that  provided 
by  the  28,  the  total  number  of  stores  increases  to  10,905  with  an  average 
number  of  outlets  per  firm  of  330  and  a  median  of  37 •  Among  the  33  firms,  12 
had  more  than  100  stores  and  together  controlled  9^  percent  of  the  total  number 
of  outlets.  The  28  firms  providing  volume  information  handled  1.2  billion 
pounds  of  beef  in  1955-  Additional  detailed  volume  data  is  shown  in  table  33. 
The  sample  included  national  and  regional  as  well  as  local  chains. 

Number  and  Volume  of  Buying  Divisions 

Thirty-two  firms  reported  a  total  of  121  buying  divisions,  or  an  average 
of  11  each  (table  39)'   Twenty-one,  however,  had  only  1  buying  division  per 
firm.   The  highest  volumes  per  buying  division  were  among  firms  of  medium  size. 
The  k   large  firms  purchased  only  k-3   percent  as  much  beef  per  buying  office  as 
the  medium  volume  firms  (table  39)  •  This  suggests  that  within  regional  markets 
the  largest  volume  chains  might  not  be  the  largest  volume  buyers  or  have  the 
lowest  procurement  costs. 

Income  Areas  Served 

Thirty-two  firms  supplied  information  regarding  the  income  levels  pre- 
valent in  the  areas  where  their  stores  were  located.  Twenty-four  companies, 
including  the  11  largest^  served  all  income  levels .  Among  ^82  outlets  of  15 
firms,  131  served  people  with  high  incomes,  253  were  used  by  people  having 
medium  incomes  and  98  were  patronized  by  those  with  low  incomes.   This  pattern 
appears  to  reflect  the  general  preference  of  this  sample  of  chains  to  do 
business  in  areas  where  the  people  had  either  medium  or  high  incomes. 


11/ Where  possible  information  was  collected  on  the  basis  of  the  number  of 
beef  selling  units.   One  chain  reported  that  only  60  percent  of  its  outlets 
carried  beef,  and  another  respondent  reported  71  percent.  Retailers  excluded 
from  the  chain  category  by  these  qualifications  were  covered  in  the  chapter 
on  independent  retailers. 

12/ This  firm's  policies  and  operations  as  they  relate  to  grades  and  grading  of 
beef  differ  sharply  from  those  of  other  large  chains.   Data  presented  in  the  study 
should  be  interpreted  accordingly.   (See  footnote  15  p-  119). 
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General  Policies  on  Grades  and  Grading 

Because  retailers  are  the  final  link  in  the  marketing  chain  and  in 
continuous  contact  with  consumers,  they  are  the  key  to  many  policies  and 
practices  in  the  marketing  system  which  often  influence  consumers. 

Tahle  38* — Retail  food  chains:  Number  reporting  and  selected  characteristics 
arranged  according  to  selected  sales  volume  ranges,  1955 


Size  class  of  chain  l/ 


Firms 


Aggregate 
store 
units 


Stores 
per 
firm 


Percentage 
of  total 

:  number  of 
outlets 


Small  

Medium 

Large 

Sample  total. 


Number 

16 
8 
k 
28~ 


Number 

507 
1,324 
^256 

6,089 


Number 

32 

166 
1,065 


Percent 

8.3 
21.7 
69.9 


217 


100.0 


Average 

Average 

Percentage 

Aggregate 

volume 

volume 

of  total 

volume 

per 

per 

sample 

firm 

store 

volume 

:          1,000  1,000                1,000 

pounds  pounds      pounds  Percent 

Small :  101,694  6,356       201  8.5 

Medium :  403,988  50,499        305  33.6 

Large :  695,000     173f750 164  57.9 

Sample  total -.1,200,682  42,882        197 


100.0 


1/  "Small"  is  defined  as  0-19  million  pounds  of  beef  "medium"  as  20-99  million 
pounds,  and  "large"  as  100  million  pounds  or  more. 

Although  consumer  habits  and  attitudes  can  be  completely  ignored  only  at  con- 
siderable risk,  the  retailer,  the  retail  chain  particularly,  is  in  a  position 
to  shape  the  attitudes  and  habits  of  consumers  as  well  as  act  in  response  to 
them. 


The  retail  chains  appear  to  have  had  some  degree  of  freedom  to  decide 
whether  they  would  handle  federally  graded,  packer  graded,  or  ungraded  beef. 
Additional  alternatives  included  the  establishment  of  proprietary  retail  chain 
brands  and  the  handling  of  some  combination  of  federally  graded  or  proprietary 
branded  beef.  The  chains  also  have  been  more  or  less  free  to  decide  whether 
they  would  concentrate  on  1  grade,  1  part  of  a  grade,  or  handle  2  or  more  grades 
Packers  and  wholesalers,  on  the  other  hand,  have  had  little  latitude  for  policy 
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Table  39 ♦ — Retail  food  chains:   Number  reporting,  total  and  average  number  of 
buying  divisions,  average  volume  per  buying  division,  and  average  total 
volume  per  firm,  by  size  classification,  1955 


Size  class  of 
chain  1/ 


Firms 


Buying 
divisions 


Average 

number 

of  buying 

divisions 

per  firm 


Average 

volume 

per  buying 

division 


Average 
volume 
per 
firm 


Small.. 
Medium. 
Large . . 


Sample  total. 


Number 

16 
8 
if 


Number 

18 
16 
6k 


Number 

1.1 

2.0 

16.0 


2& 


3-5 


1,000 

pounds 


1,000 
pounds 


5,650  6,356 

25,2^9  50,499 

10,859  173,750 

12,252  42,882 


1/  See  table  38  for  definitions  of  size  classes. 

decisions  on  grading  once  the  distribution  of  grades  desired  by  their  clientele 
has  been  determined.  13/ 

The  chains,  it  appears,  may  have  had  a  greater  number  of  practicable  policy 
alternatives  than  either  packers  or  wholesalers.  Nevertheless  the  chains 
appear  to  have  been  more  homogeneous  with  respect  to  policy  on  grading  and  types 
and  qualities  of  beef  handled  than  any  of  the  groups  considered  earlier, includ- 
ing independent  retailers. 

Type  of  Grading 

Among  the  28  chains  providing  complete  information  on  type  of  grading,  16 
handled  federally  graded  beef  exclusively.  An  additional  8  handled  federally 
graded  beef  to  the  extent  of  90  percent  or  more  of  their  total  purchases. 
Eight  reported  regular  purchases  of  packer  branded  beef  and  100  percent  of  the 
beef  purchases  of  1  of  these  8  consisted  of  packer  branded  beef.   This  1  chain, 
however,  procured  all  of  its  beef  from  its  own  packing  plant.   Five  firms 
indicated  handlings  of  ungraded  beef.  lk/ 


13/  To  a  certain,  but  much  less  marked,  extent  this  may  be  true  also  of 
retail  food  chains. 

lk/   Purchases  of  ungraded  beef  strictly  for  grinding  and  sale  as  hamburger 
probably  are  underestimated  by  data  collected  in  the  study.   One  of  the  largest 
firms  reported  that  ground  beef  constituted  15  to  20  percent  of  total  beef 
volume.  However,  trimmings  from  high  quality  carcasses  were  ordinarily 
utilized  as  hamburger  and  much  beef  of  the  higher  grades  customarily  is  ground 
and  sold  as  "ground  beef"  rather  than  hamburger.  Nevertheless,  respondents 
probably  purchased  more  ungraded  beef  for  lower  quality  hamburger  and  corned 
beef  than  they  reported. 
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Averages  for  the  28  firms  were  9h   percent  federally  graded,  5  percent 
packer  branded,  and  1  percent  ungraded  (table  ko) .     The  larger  chains  reported 
handling  only  slightly  higher  average  percentages  of  federally  graded  beef 
than  other  chains.  15/ 

Attitudes  Toward  Grading  and  Origins  of  Policy 

Thirty-three  firms  recorded  their  attitudes  toward  Federal  grading. 
Sixteen  firms  preferred  the  present  system  and  17  favored  100  percent  compul- 
sory grading.   No  firm  wanted  Federal  grading  discontinued  but  6  of  the 
companies  favoring  a  compulsory  system  further  advocated  regulations  requiring 
that  beef  be  advertised  and  sold  only  according  to  the  Federal  grade  names.   It 
was  apparent  that  the  chain  stores  contacted  were  strongly  in  favor  of  Federal 
grading  and,  as  in  the  case  of  independent  retailers,  the  only  contest  in  their 
sentiment  was  between  the  present  voluntary  system  and  a  compulsory  plan. 

A  few  chains  mentioned  experience  with  federally  graded  beef  in  the 
late  1930 's  prior  to  World  War  II.  One  reported  paying  the  packers'  cost  of 
grading  at  this  time  in  order  to  acquire  federally  graded  beef.  World  War  II, 
however,  was  identified  by  most  chains  as  the  original  force  leading  to  the 
broad  acceptance  of  Federal  grading.  These  respondents  had  adopted  policies 
which  provided  for  the  continuation  of  sales  on  a  Federal  grade  basis  after 
World  War  II.  Only  3  companies  reported  adopting  Federal  grades  following  the 
Korean  hostilities.  Both  recent  wars,  therefore,  could  be  said  to  be  responsi- 
ble for  the  adoption  of  chain  policies  providing  for  adoption  of  Federal 
grading  but  that  World  War  II  apparently  had  the  greater  influence  in  this 
direction.   However,  there  appear  to  be  other,  perhaps  more  compelling  reasons, 
why  Federal  grades  began  being  used  almost  exclusively  by  a  large  percentage 
of  the  chains.   Discussion  of  some  of  these  follow. 


Reasons  Given  for  Handling  Federally  Graded  Beef 

The  most  frequently  mentioned  reasons  for  adopting  policies  of  handling 
such  large  percentages  of  federally  graded  beef  were  associated  with  the 
practice  of  concentrating  on  the  Choice  grade.  16/  Attention  here  will  be 
directed  to  other  more  general  policy  reasons. 


15/  These  figures  do  not  include  data  on  1  of  the  Nation's  very  largest 
chains  which  gave  only  limited  cooperation  to  the  study.  Assuming,  however, 
that  the  average  beef  volume  per  store  of  this  chain  was  the  same  as  the  average 
for  the  3  other  largest  firms  in  the  sample  and  multiplying  this  by  the  number 
of  stores  reported  by  this  chain,  a  total  volume  estimate  for  the  firm  was  com- 
puted. Assuming  also,  as  reported,  that  this  chain  handles  ungraded  beef  almost 
exclusively,  the  overall  estimates  would  be  changed  about  as  follows:   62  percent 
federally  graded,  k   percent  packer  graded,  and  3^  percent  ungraded. 

16/  See  page  124. 
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Table  40. — Retail  food  chains:  Number  reporting,  total  volume  of  block  beef, 

and  percentage  of  federally  graded,  packer  graded,  and  ungraded  block  beef 

handled,  by  size  classifications,  1955  1/ 


Size  class  of 

Firms 

Total 
volume 

Type 

of  grading 

3/ 

Total 

chain  2/ 

Federal 

[     Packer  \ 

Ungraded 

Small 

Number 

:    16 

8 

:     4 

1,000 
pounds 

101,69^ 
403,988 
695,000 

Percent 

86.4 

89.9 
96.8 

Percent 

11.6 

10.1 

1-3 

Percent 
2.0 

y 

1.9 

Percent 
100.0 

100.0 

Large 

100.0 

Sample  total 

28 

1,200,682 

93-6 

5-1 

1.3 

100.0 

1/  Most  of  the  10  sample  chains  are  not  included  here  oecause  they  chose 
not  to  make  certain  volume  or  percentage  estimates,  handled  either  some  packer 
graded  or  some  ungraded  beef.  Consequently,  these  estimates  may  be  biased  to 
some  extent  in  the  direction  of  Federal  grading. 

2/  See  table  38  for  definition  of  size  classes. 

3/  Volume  of  ungraded  beef  handled  for  sale  as  hamburger  probably  was 
underestimated. 

4/  Less  than  0.05  percent. 


Among  these,  the  most  frequently  mentioned  reason  was  that  the  Federal 
grades  aided  materially  in  controlling  quality.  Thirteen  respondents  aaid 
they  felt  Federal  grading  was  more  consistent  than  packer  grading.  Twelve 
merely  commented  on  the  better  control  provided  by  the  Federal  grades  over 
their  buying  and  selling  operations.  In  other  words,  25  chains  referred  to 
advantages  of  the  Federal  grade  standards  as  they  related  to  their  supply  and 
buying  operations.  17/  In  some  areas  local  laws  and  ordinances  played  a  part 
in  this  decision.  For  example,  legislation  was  encountered  in  the  city  of 
Seattle  which  required  that  all  beef  sold  at  retail  be  graded.  Other  areas 
had  laws  governing  advertising  practices.  Some  chains  handled  federally  graded 
beef,  therefore,  partly  to  ensure  compliance  with  such  laws. 

Reasons  for  Handling  Packer  Branded  Beef 

Four  principal  reasons  were  advanced  by  13  chains  for  handling  packer 
branded  beef.  18/  The  first  was  that  federally  graded  beef  was  not  available 
everywhere.  This  reason  was  advanced  mainly  by  chains  with  stores  in  the  South. 


17/  These  will  be  commented  on  in  more  detail  in  same  remaining  portions 
of  the  discussion  on  chains. 

18/  Data  on  only  9  of  these  were  available  for  inclusion  among  estimates 
for  table  40. 
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The  second  stemmed  from  occasions  when  respondents  found  packer  branded  beef 
to  be  cheaper  than  federally  graded  carcasses.  This  led  into  the  third  reason; 
packer  branded  beef  sometimes  was  taken  to  strengthen  inventories  during 
shortages  of  the  Choice  grade.  Fourth,  some  store  managers  preferred  a  local 
packer  brand  of  beef  to  federally  graded  carcasses  of  the  Choice  grade. 

Reasons  for  Handling  Ungraded  Beef 

Eight  chain  respondents  who  specifically  mentioned  handling  ungraded 
beef  gave  widely  varying  reasons  for  this  practice.  19/  They  arose  from  the 
following  situations: 

1.  The  firm  reporting  the  largest  percentage  of  ungraded  beef, 
17.5  percent,  bought  live  cattle  for  custom  slaughtering.  20/ 
The  ungraded  percentage  referred  to  Choice-Good  liners  which 
were  "worked  off"  through  the  chain's  various  outlets  at  a 
better  return  than  would  have  been  obtained  through  selling 
them  in  the  manner  of  a  wholesaler. 

2.  Two  voluntary  chains  purchasing  15  percent  and  5  percent, 
respectively, of  their  beef  ungraded  but  equivalent  in  grade  to 
U.  S.  Commercial  did  so  according  to  the  requests  of  their 
members.  21/ 

3.  Four  firms  indicated  that  they  handled  beef  in  all  3  classi- 
fications federally  graded,  packer  branded,  and  ungraded. 

One  of  these  ran  "specials"  on  packer  brands  during  the  year 
Two  merchandised  beef  under  their  own  proprietary  labels.  One 
of  these  firms  selected  beef  using  its  own  quality  specifications 
which  differed  from  the  official  standards  largely  in  the  fact 
that  less  emphasis  was  placed  upon  the  amount  of  fat  in  the 
carcass.  The  other,  which  was  relatively  indifferent  to  grading, 
depended  for  quality  on  an  established  relationship  with  a 
packer  at  whose  branch  house  it  selected  beef.  This  firm  pre- 
ferred to  use  its  own  proprietary  label  because  the  equivalent 
U.  S.  grade  identification  of  the  beef  purchased,  U.  S.  Good, 
was  not  considered  as  a  useful  merchandising  device.  The 
fourth  firm  was  primarily  a  purchaser  of  federally  graded  beef  but 
would  take  either  packer  branded  or  ungraded  beef  which  repre- 
sented a  "good  buy." 

h.     Several  firms  mentioned  buying  ungraded  Commercial  and  Utility  for 
ground  beef  and  hamburger. 

19/  Additional  chains  undoubtedly  handled  small  quantities  of  ungraded  beef 
for  hamburger  and  ground  beef. 

20/  "Custom  slaughtering"  refers  here  to  the  practice  of  hiring  a  packer  to 
perform  the  slaughtering  as  a  service. 

21/  This  beef  now  might  be  classified  as  Standard  grade. 
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Grade  Level  Handled 

Predominance  of  the  Choice  grade,  in  the  federally  graded  "beef  handled, 
was  characteristic  of  all  chains  irrespective  of  area  of  operation  or  size 
classification  (table  h-l) .   22/  Over  half  the  firms  in  the  sample  and  17  of 
those  for  vhich  data  were  included  in  table  kl   handled  Choice  to  the  extent 
of  90  percent  or  more  of  the  total  volume  of  federally  graded  "beef  purchased. 
Twenty-five  sold  more  than  50  percent  of  their  federally  graded  "beef  in  the 
Choice  grade  category.  The  lowest  percent  reported  in  the  Choice  grade  was 
25  percent. 

With  approximately  8k   percent  of  the  federally  graded  beef  reported  in 
the  Choice  grade,  the  remainder  was  divided  about  equally  between  the  Good 
grade  and  the  remaining  grades.  The  chains  handled  more  Commercial  (or 
Standard)  and  "other"  grades  than  Prime,  which  was  of  some  importance  to  a  few 
small  and  medium  volume  chains. 


Additional  Specifications 

Most  chains,  particularly  the  medium  volume  firms  in  the  West/  reported 
primary  interest  in  lightweight  (500-  to  600-pound)  steer  carcasses  of  the 
Choice  grade  with  a  minimum  of  outside  fat  covering,  good  conformation 
and  a  high  degree  of  marbling  in  the  meat.   In  addition,  specifications  often 
called  for  removal  of  excess  quantities  of  fat  in  the  abdominal  cavity.   Only 
h   firms  preferred  heifers  but  several  indicated  that  depending  upon  price 
conditions  they  would  take  either  heifers  or  steers. 

Acceptable  Choice  grade  weight  ranges  varied  to  some  extent  among 
sample  firms.  However,  only  one,  a  chain  with  stores  located  mainly  in  the 
West -South-Central  area  indicated  that  it  would  take  carcasses  weighing 
more  than  750  pounds.  Specifications  0^15  chains  from  among  27  reporting  on 
this  point  called  for  beef  carcasses  weighing  65O  pounds  or  less,  while  6,   5  of 
which  had  stores  located  mainly  in  the  West,  specified  carcasses  weighing 
600  pounds  or  less.  Among  11  firms  which  would  accept  carcasses  weighing 
more  than  65O  pounds,  7  were  in  the  East  and  6  of  these  operated  principally 
in  the  Northeast.  Acceptable  weight  ranges  tended  to  widen  as  the  number  of 
outlets  and  volume  per  firm  increased. 

Respondents  were  asked  to  reveal  their  preference  for  portions  of  Federal 
grades  such  as  top  Choice,  middle  Choice,  low  Choice.  23/  The  most  obvious 
cluster  of  firms,  7  of  28,  centered  on  a  preference  for  the  top  third  of  Choice. 


22/  Data  did  not  permit  detailed  regional  comparisons.  However,  it  revealed 
some  evidence  that  chains  with  large  numbers  of  stores  in  the  North  Central 
region  and  in  the  South  tended  to  concentrate  their  operations  on  Choice  to  a 
lesser  extent  than  other  chains. 

23/  It  is  not  known  whether  the  firms  interpreted  these  terms  correctly  and 
consistently  as  within-grade  differences  in  quality.   In  addition,  respondents 
for  various  reasons  may  have  felt  compelled  to  state  that  they  handled  "top" 
rather  than  "low"  Choice. 
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Table  kl. — Retail  food  chains:  Number  reporting,  volume  of  federally  graded 
block  beef  handled,  and  percentage  distribution  of  handlings  among  Federal 

grades,  by  size  classes,  1955 


Size  class  of 
chain  1/ 


Firms 


Feder- 
ally 
graded 
volume 


Grades  handled 


Prime 


Choice 


Good 


Commer- 
cial 


Other 
2/ 


Total 


Small  

Medium  , 

Large  

Total  sample 


Number 

15 
8 
1+ 


1,000 

pounds  Percent  Percent  Percent  Percent  percent  Percent 


27 


87,863 
363,288 
672,950 
1,12^,101 


3.1 

1.2 


86.6 
85.O 
83.2 

8.1 

k.h 

10.1 

2.1 
•  5 

0.1 

2/ 

6"2 

100.0 
100.0 
100.0 

8^.0 

8.1 

3-5 

3.8 

100.0 

1/   See  table  38  for  definition  of  size  classes. 
2/  Less  than  0.05  percent. 


Six  reported  a  preference  for  the  top  half  of  the  Choice  grade  and  1  was 
interested  in  the  lower  half  of  this  grade.   Another  6  took  beef  across  the 
Choice  grade  while  another  specified  the  top  and  middle  portions  of  this 
grade.   In  other  words,  21  of  the  28  firms  queried  specified  some  division 
or  all  of  the  Choice  grade  in  their  purchases  of  beef  and  15  of  these 
companies  were  seeking  some  particular  portion  or  portions  of  this  grade. 

Several  combinations  of  preferences  between  grades  were  expressed 
by  the  remaining  7  firms.   Two  chains  specified  both  the  upper  half  of  Good 
and  the  upper  half  of  Choice  and  2  other  companies  sought  the  upper  half 
of  Good  but  the  lower  half  of  Choice.  The  other  3  firms  divided  their 
preferences  as  follows:   (l)  Lower  half  of  Good  and  upper  half  of  Choice; 
(2)  upper  half  of  Good  and  lower  third  of  Choice;  and  (3)  top  third  of 
of  Choice  and  top  half  of  Prime. 

It  is  clear  from  the  data  that  the  respondents  recognize  differences 
within  grades  and  that  this  recognition  is  reflected  in  specifications 
for  buying  beef.  While  the  sample  chains  were  interested  generally  in 
Choice,  they  had  different  concepts  of  the  best  kind  of  Choice  to  sell. 

Use  of  grade  combinations  was  influenced  by  the  chain's  merchandising 
policy  and  by  supply  considerations.   Occasionally,  the  lower  third  of 
one  grade  and  the  top  third  of  the  next  lowest  grade  were  mixed  in  the 
same  structure  of  prices.   Combinations  from  among  nonadjacent  thirds  or 
halves  of  grades  usually  meant  2  or  more  price  structures.   Supply  con- 
siderations were  involved  when,  for  example,  a  chain  preferred  a  certain 
portion  of  a  grade,  say,  the  top  third  of  Choice  but  was  forced  by  supply 
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conditions  to  modify  this  preference  to,  say,  the  top  half  of  Choice. 

Reasons  Given  "by  Chains  for  Using  Federally  Graded  Choice  Beef 

Twenty-nine  chains  offered  65  reasons  for  using  the  Choice  grade  (table 
k-2).      It  was  apparent  that  respondents  considered  the  Choice  grade  to  have 
important  selling  advantages.  This  is  logical  since  most  of  the  advantages 
offered  by  the  Federal  grade  standards  in  buying  probably  could  be  obtained  as 
easily  by  handling  another  grade.   It  is  logical  also  that  at  the  time  of  the 
survey,  1956,  the  desires  of  consumers  should  rank  high  among  the  reasons 
offered.  At  this  time,  the  Choice  grade  had  been  merchandised  competitively  by 
large  numbers  of  food  chains  for  several  years.  The  effects  of  high  and  con- 
sistent standards  of  quality  on  sales  of  other  meats  and  nonmeat  items  as  well 
as  on  repeat  sales  of  beef  were  implied  in  the  statements  that  "quality  builds 
business."  Judging  from  the  frequency  of  this  reason,  chains  considered  it 
highly  important.  The  chains  mentioning  competition  as  a  reason  for  handling 
the  Choice  grade  were,  for  the  most  part,  the  smaller  volume  firms  and  were 
not  among  the  early  voluntary  initiators  of  the  policy.   Competition,  in  a 
broader  sense,  undoubtedly  also  was  partly  responsible  for  policies  of  selling 
on  a  Federal  grade  basis  rather  than  a  packer  brand  basis  or  ungraded. 

Significantly,  the  statement  offered  by  16  chains  that  the  term  "Choice" 
is  a  good  word  to  merchandise  was  the  reason  most  frequently  mentioned. 
Emphasis  here  was  upon  the  word  rather  than  the  quality  of  meat  represented. 
At  this  point  it  should  be  recalled  that  the  Choice  and  Good  grades,  among 
others,  were  redefined  in  1950*  Prior  to  that  time,  U.  S.  Choice  was  equiva- 
lent to  the  lower  half  of  the  present  U.  S.  Prime  grade  and  the  present  U.  S. 
Choice  grade  was  designated  as  U.  S.  Good.   It  is  not  known  to  what  extent  if 
any,  the  chains  changed  their  specifications  in  accordance  with  the  change 
in  definitions  because  no  information  was  solicited  on  this  point.  However, 
one  large  chain,  now  merchandising  U.  S.  Choice  exclusively,  specifically 
mentioned  no  change  in  grading  policy  or  quality  of  beef  handled  since  World 
War  II  or  before  which  means  that  prior  to  1950  this  chain  was  selling  under 
the  U.  S.  Good  grade  label.   In  any  event,  the  word  "Choice"  has  gained  much 
of  its  merchandising  significance  since  1950* 


Buying  Practices  as  Related  to  Grading 

The  decision  of  chains  to  handle  federally  graded  beef  apparently  has  a 
decided  effect  on  buying  practices  of  chains.  Sources  of  supply,  for  instance, 
may  be  altered  and  purchasing  arrangements  may  be  changed.  Even  the  decision  to 
build  a  meat  warehouse  may  be  affected  by  policies  on  grading. 

Sources  of  Supply 

Chains  acquired  the  bulk  of  their  beef  from  independent  sources.   Only 
k   companies  in  the  chain  sample  owned  packing  plants  and  1  of  the  k   retailed 
no  beef  produced  by  its  own  plant.  The  other  3  chains  drew  about  63-5  million 
pounds  of  beef  from  their  own  slaughtering  establishments.  Percentages  of 
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Table  42.. — Retail  food  chains:  Number  and  percentage  distribution  of 
reasons  offered  for  handling  U.  S.  Choice  grade  beef,  1955  1/ 


Reason 


Responses 


Number  Percent 


Sales  reasons: 

"Choice"  is  a  good  word  to  merchandise  

Quality  builds  business  

Customers  want  quality  meat  

Competition  ( other  chains  sell  Choice )  

Choice  permits  one  quality  to  be  carried  in  all  stores  . . 

Store  managers  want  Choice  

Subtotal  c 

Supply  reasons,  total  (Choice  broadly  available )  

Other  reasons:  : 

Good  grade  too  variable  in  quality :    3 

Choice  grade  can  be  aged,  Good  has  too  little  fat       : 

covering  for  aging,  and  Prime  is  scarce  :    1 

Choice  is  bought  when  Good  is  scarce  : 1 

Subtotal  :    5 

Total  :   55 


16 

24.6 

13 

20.0 

11 

16.9 

6 

9-3 

5 

7-7 

3 

4.6 

54 

83.I 

6 

9.3 

4.6 

1.5 
1.5 


100.0 


1/  Some  of  the  29  firms  reporting  gave  more  than  one  reason. 

beef  taken  by  these  3  firms  from  their  own  slaughtering  houses  varied  inversely 
with  total  volume  as  follows:  First  ranking  firm  in  volume  reported  5  percent, 
the  second  30  percent,  and  the  third  100  percent. 

Table  43  summarizes  the  use  made  by  chains  of  various  sources  of  supply. 
These  data  indicate  that  (l)  about  half  the  beef  handled  by  28  chains  supplying 
volume  estimates  was  purchased  from  independent  packers;  (2)  national  packers, 
despite  their  smaller  numbers,  supplied  chains  in  the  sample  with  about  4l  per- 
cent of  their  total  requirements;  (3)  although  aggregate  purchases  by  chains 
of  beef  from  wholesalers  were  small  relative  to  their  purchases  from  packers, 
some  chains  buy  relatively  large  percentages  of  their  beef  supplies  from  whole- 
salers, 24/  (4)  the  larger  chains  tended  to  buy  larger  percentages  of  their 
beef  from  national  packers;  and  (5)  chains  in  the  West  compared  with  those  in 
the  East  (and  South)  tended  to  buy  larger  percentages  of  their  beef  from 
independent  packers. 


24/  The  data  suggested  that  this  was  true  particularly  of  the  larger 
chains  and  those  owning  warehouses. 
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Table  43. — Retail  food  chains:  Number  reporting,  total  volume  handled  and 
weighted  and  unweighted  percentage  distribution  among  sources  of  supply, 
by  region  and  size  class  of  firm,  1955 


Item 


Firms 


Total 
volume : 


Sources  of  supply  1/ 


Own 
packing- 
house : 


Na- 
tional1 
packer1 


Inde-  * 

pendent : 

packer' 


Whole- 
saler 


1,000 
Number  pounds  Percent  Percent  Percent  Percent 


Simple  unweighted  averages:   : 

28  firms  :  4.8    31.2    49.6    14.4 

24  firms  (small  and       : 
medium  volume)  :  4.2    30. 5     47.7    17.6 

Weighted  averages:  : 

Region  2/  : 

East  :  13    705,420   5-5    47.6    42.1    4.8 

West  :  15    ^95,262   4.9    32.7    61.4    1.0 

Total  :   28  1,200,682   5-3    41.4     50. 0     3-2 

Size  classes  3/  : 

Small  :  16  101,694  10. 3  20.1  54.4  15.2 

Medium :  8  403,988  4/  47.9  46.4  5.7 

Large  :  4  695,000  7.6  40.8  51. 6  4/ 

Total  :  28  1,200,682  5-3  41.4  50.0  3-2 


1/  These  data  do  not  include  2  larger  eastern  chains,  both  of  which  buy 
relatively  large  quantities  of  beef  from  national  packers.  One  of  these  also 
buys  large  quantities  of  beef  from  wholesalers.  2/  "East"  and  "West"  vere 
defined  as  areas  east  and  west  of  the  Mississippi  River.  Chicago  and  St.  Louis 
were  included  in  the  East.   3/  See,  table  38  for  definitions  of  size  classes. 
4/  Less  than  0.05  percent. 

National  packers  and  their  branches  supplied  some  beef  to  all  but  2 
chains.  Apparently,  chains  purchased  all  3  types  of  beef  from  the  national 
packers.  Two  firms  reporting  100  percent  of  their  purchases  from  national 
packers  had  98  percent  of  it  rolled  with  Federal  grades.  On  the  other  hand, 
1  chain,  reporting  a  high  percentage  of  packer  branded  purchases,  30  percent, 
secured  one-half  of  its  beef  from  the  national  packers. 

Regarding  changes  in  supply  patterns  over  time,  17  firms  reported  no 
differences  in  the  percentage  of  beef  procured  from  national  packers  in  1955 
as  compared  with  10  years  earlier.  Nine  reported  decreases  in  this  respect 
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and  3  indicated  that  they  were  using  national  packers  to  a  greater  extent  than 
10  years  previously.   A  number  were  buying  increased  percentages  from  whole- 
salers. Purchases  through  "brokers  were  seldom  mentioned  but  they  were 
apparently  used  to  a  greater  extent  by  chains  in  earlier  years  when  federally 
graded  beef  was  not  as  widely  available. 

Some  reasons  why  most  retail  chains  buy  some  beef  and  other  fresh  meats 
from  wholesalers  in  the  form  of  cuts  became  apparent  in  the  discussions  with 
retailers.   Independent  packers,  as  explained  earlier,  tend  to  use  breakers 
as  large  volume  outlets  for  beef  carcasses  that  will  not  meet  the  carcass 
specifications  of  the  chains  and  other  large  volume  retailers.  But,  undesir- 
able carcass  characteristics  such  as  poor  conformation  or  large  size  frequently 
do  not  affect  the  desirability  to  chains  of  some  wholesale  cuts  from  carcasses 
with  these  characteristics.  For  instance,  the  weight  and  size  of  rib  steaks 
displayed  in  stores  would  be  affected  by  weight  and  size  of  the  carcass  whereas 
rounds  which  can  be  cut  into  top,  bottom,  and  eye  round  steaks  probably  would  not. 
Consequently,  breakers  sell  wholesale  cuts  of  ribs  and  loins  mainly  to  jobbers 
for  the  restaurant  trade  and  sell  the  remaining  cuts  mainly  to  retailers, 
including  chains.  Chains  often  shop  for  these  remaining  cuts  because  they 
frequently  can  be  purchased  from  breakers  at  prices  below  the  equivalent  carcass 
prices.  If  available  at  lower  prices  in  desired  weights  they  may  even  purchase 
ribs  and  loins  from  wholesalers.  In  addition,  most  retailers  often  find  it 
necessary  to  buy  extra  quantities  of  cuts  for  grinding  and  for  sale  as  roasting, 
stewing,  or  boiling  meats  at  prices  equal  to  or  slightly  higher  than  equivalent 
carcass  prices.   Finally,  procurement  price  information  on  cuts  was  mentioned 
as  useful  in  determining  offering  prices  on  whole  carcasses.   Data  indicated 
that  the  larger  chains  buy  smaller  percentages  of  their  beef  from  wholesalers. 
It  suggested  that  this  also  might  be  true  of  chains  owning  warehouses. 

Techniques  of  Quality  Control 

Thirty-five  firms  described  their  methods  of  controlling  beef  quality. 
Broadly  speaking,  they  either  selected  the  beef  before  purchase  or  inspected 
it  upon  delivery  before  accepting  it.   In  varying  degrees,  it  is  probable  that 
all  firms  used  both  methods  and,  indeed,  some  reported  this  practice.   In 
either  case  the  Federal  grades  along  with  other  specifications  of  the  firm 
were  used  as  criteria  in  determining  acceptability.   Twenty-four  firms  secured 
beef  upon  the  personal  inspection  of  their  own  employees.  In  order  to  increase 
the  amount  of  beef  bought  on  selection,  some  firms  reported  buying  from  sources 
close  to  their  branch  offices.   Fourteen  respondents  mentioned  inspecting  upon 
delivery  as  the  principal  control  medium. 

Fourteen  companies  specifically  mentioned  using  the  Federal  grades  to 
control  quality  in  procurement.   Nevertheless,  the  high  incidence  of  personal 
inspection  either  before  purchase  or  after  delivery,  together  with  certain 
other  considerations,  indicate  that  the  chains  did  not  rely  wholly  on  the 
Federal  grades  and  did  not  consider  them  to  be  complete  or  entirely  adequate 
quality  specifications.   Specifications  of  most  chains,  as  indicated  earlier, 
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provided  for  selections  from  thirds  or  halves  of  particular  grades.  This  is, 
perhaps,  the  principal  reason  why  so  many  chains  found  personal  inspection 
necessary.  On  the  other  hand,  the  within  grade  quality  specifications  most 
frequently  included  factors  such  as  conformation,  weight,  sex,  and  external 
fat  covering,  principally  affecting  the  yield  of  salable  cuts  from  beef  car- 
casses. Visual  indicators  of  quality  in  the  meat,  as  quality  is  defined  in 
the  grade  standards,  usually  were  included  in  these  specifications  only  through 
the  designation  of  a  particular  Federal  grade.  25/  Thus,  the  chains  frequently 
were  not  selecting  from  within  grades  for  carcasses  of  superior  meat  "quality" 
hut  for  those  showing  indications  of  high  yields  in  terms  of  high  percentages 
of  the  higher  valued  cuts,  a  minimum  of  trimming  waste,  and  little  shrinkage. 

Market  Information  and  Price  Determination 

Reference  has  been  made  to  3  kinds  of  price  lists.  26/  One  of  these  price 
structures  applied  to  the  large  volume  buyers  such  as  chains  who  buy  on  a  car- 
lot  basis.  Prices  on  carlot  sales  are  quoted  in  The  National  Provisioner  and 
the  Packer's  Daily  Record.  These  publications  as  well  as  wholesale  price 
reports  of  the  United  States  Department  of  Agriculture  were  found  to  be  useful 
to  the  chains  included  in  the  sample.  Other  sources  of  price  data  were  the 
chain's  own  buyers,  telephone  quotations  by  packers,  and  brokers',  as  well  as 
price  lists  submitted  by  various  suppliers.  Actually,  chains  in  the  sample 
employed  2  criteria  in  determining  offering  prices  for  beef — the  wholesale 
selling  price  information  just  described  and  live  animal  prices  together  with 
estimates  of  packers'  costs  of  operation. 

Wholesale  price  information. — Chains  relied  mainly  on  their  own  buyers 
and  quotations  obtained  from  packers  for  information  on  wholesale  market  prices, 
Specific  reference  was  made  to  The  National  Provisioner  by  11  firms  in  the 
sample,  8  mentioned  the  Government  Market  News  reports  and  k   referred  to  the 
Packers'  Daily  Record.  Ordinarily,  however,  these  were  used  as  guides  rather 
than  exact  measures  of  the  prevailing  price  for  beef.  Clearly,  the  greatest 
reliance  was  placed  upon  current  information  coming  to  the  chain  via  its  own 
buying  contacts.  Some  exceptions  were  noted.  For  instance,  in  some  cases 
involving  standing  orders  or  delivery  a  week  or  more  in  the  future,  prices 
were  established  between  buyer  and  seller  through  an  agreement  to  pay  prices 
quoted  in  The  National  Provisioner  or  the  Packers '  Daily  Record  on  the  day  of 
delivery.  These  agreements  frequently  involved  mutually  acceptable  plus  or 
minus  differentials  from  the  quoted  price. 

Use  of  packer  cost  data. — The  interest  of  chains  in  procurement  prices  for 
beef  was  further  demonstrated  by  25  chains  which  reported  employing  data  on 
packer  costs  as  part  of  the  determination  of  prices  to  be  paid  for  beef. 
Although  different  degrees  of  emphasis  were  given  to  this  information,  the 
most  frequently  described  procedure  was  to  determine  from  published  sources 

25/  Se~Appendix  pp.  18^-89  for  a  discussion  of  quality  as  defined  in  the 
Federal  grade  standards. 

26/  See  Chapter  IV,  on  independent  packers,  p.  69. 
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and  market  contacts  prices  paid  by  packers  for  live  animals  vhich  would  yield 
carcasses  meeting  specifications  of  the  chain.  The  next  step  vas  to  apply  a 
standard  "dressing  percentage"  to  these  estimated  live  animal  prices.  The 
resulting  figure  was  considered  the  "fair  price"  which  the  supplier  ought  to 
charge.  Since  the  values  of  offal  and  byproducts  frequently  cover  all  pro- 
curement and  slaughtering  costs  and,  in  addition,  give  the  packer  a  small 
profit,  this  was  the  method  often  used  by  packers  in  calculating  prices  at 
vhich  they  were  willing  to  sell  beef  carcasses.  To  the  packer  a  sale  on  this 
basis  simply  means  "trading  dollars"  on  the  carcass.  However,  allowances  for 
byproducts  and  a  flat  killing  cost  per  carcass  sometimes  were  included  in  the 
formulae.  27/  Some  chains  owned  packing  plants  and  in  these  cases  the  cost 
structures  in  their  own  plants  usually  were  used  as  yardsticks  against  which 
to  measure  prices  quoted  by  packers. 


Methods  of  Buying 

A  number  of  chains  indicated  that  although  they  preferred  not  to  tie 
themselves  irrevocably  to  1  or  2  suppliers  to  the  exclusion  of  all  others, 
regularity  of  purchases  from  sources  of  supply  was  important  to  them.  Regu- 
larity with  respect  to  sources  of  supply  was  believed  by  these  chains  to  con- 
tribute to  control  over  quality  and  to  planning. 

A  total  of  28  firms  dealt  regularly  with  certain  suppliers  but  5  made  a 
point  of  dealing  irregularly  over  time  with  suppliers.  These  latter  firms 
expressed  a  desire  to  keep  many  suppliers  in  business  and  to  seek  out  the 
lowest  price  among  such  suppliers.  The  companies. maintaining  regular  supply 
sources  were  nonetheless  vigilant  concerning  prices  and  market  conditions, 
which  they  used  as  a  check  against  prices  being  charged  by  their  suppliers. 
In  general,  these  firms  expected  to  derive  additional  services  such  as  a 
higher  level  of  quality  maintenance  as  a  result  of  these  constant  purchasing 
arrangements . 

Ownership  or  control  of  packing  house  facilities  or  of  cattle  on  feed  was 
the  method  employed  by  a  few  chains  in  the  sample  for  providing  regular  and 
dependable  sources  of  supply.  28/  Other  methods  employed  by  chains  for  this 


27/  One  company  assumed,  when  buying  Choice  steer  carcasses  in  the  525  - 
600-pound  range,  a  dressing  percentage  of  58  percent  and  allowed  a  margin  of 
$5  per  carcass  plus  hides  and  offal.  Still  another  formula  allowed  a  60  per- 
cent yield  and  added  •§■  cent  per  pound  for  store-door  delivery.  Thus,  if  the 
live  animal  price  were  $21  per  cwt.,  then  $21  -s-  60  =  $35  and  with  the  addition 
of  \   cwt.  the  chain  would  expect  to  pay  $35*50  per  cwt.  for  the  carcass. 

28/  Chains  which  owned  their  own  packing  plants  appeared  to  have  permanent 
arrangements  to  absorb  a  certain  portion  of  the  beef  so  produced.  This,  of 
course,  was  not  true  of  the  chain  in  the  sample  which  did  not  take  any  beef 
from  the  wholly-owned  packing  plant.  In  1  case,  carcass  beef  from  the  packing 
subsidiary  was  sold  to  the  chain  at  a  price  under  that  prevailing  in  the 
slaughtering  plant's  area  and  in  another  situation  beef  was  "costed"  to  the 
chain  at  the  market  price  prevailing  in  the  region  of  the  packing  plant. 
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purpose  include:   (l)  forward  purchasing,  (2)  standing  orders,  and  (3)  systems 
of  "offers  and  acceptances,"  in  which  the  offers  were  made  "by  suppliers  and 
the  acceptances  were  made  by  chains.  29/  These  methods  are  discussed  individ- 
ually "below. 

Forward  purchasing. —  The  practice  of  forward  purchasing  involved  making 
an  advance  agreement  to  buy  a  certain  quantity  of  beef  at  a  predetermined 
price  or,  in  some  cases,  a  price  to  "be  settled  at  a  near  future  date,  usually 
the  date  of  delivery.  In  general,  the  forward  purchasing  agreement  called  for 
delivery  within  a  period  of  8  days.  Such  agreements  were  used  most  frequently 
in  making  purchases  from  distant  suppliers  but  were  by  no  means  restricted  to 
these  suppliers.  They  sometimes  were  formalized  in  writing  but  more  often 
they  were  quite  informal  consisting  of  details  settled  by  telephone.  Ten  firms 
specifically  reported  the  use  of  forward  purchasing  and  most  of  the  others 
indicated  that  the  necessity  of  writing  newspaper  advertisements  on  weekend 
sales  a  week  to  10  days  ahead  of  the  actual  sale  date  frequently  required 
getting  "commitments"  from  packers. 

Forward  purchasing  arrangements  were  not  made  as  frequently  to  cover  the 
acquisition  of  primal  cuts  (for  example,  chucks  and  rounds)  as  for  whole 
carcasses.  From  the  chain's  standpoint,  these  cuts  may  have  been  in  relatively 
plentiful  supply  and  thus  forward  purchasing  arrangements  were  unnecessary. 
In  addition,  this  latter  kind  of  beef  required  less  presale  planning  because, 
typically,  it  was  not  aged  before  sale. 

All  but  2  of  the  chains  in  the  sample  with  more  than  1  buying  office  used 
forward  purchasing.  Accordingly,  it  would  seem  that  this  kind  of  arrangement 
assisted  in  the  procurement  of  beef,  contributed  to  smooth  operation  of  ware- 
houses and  to  more  effective  planning  of  advertising  programs. 

Standing  orders. — Actually,  a  standing  order  is  a  kind  of  forward  purchase 
but  it  implies  that  the  agreement  stretches  indefinitely  into  the  future  until 
either  the  vendee  or  the  vendor  gives  notice  of  his  desire  to  terminate  the 
arrangement.  30/ 

The  standing  order  arrangement  was  used  by  fewer  of  the  sample  chains  than 
the  forward  purchasing  method.  Only  5  firms  reported  standing  orders  with 
suppliers  but  2  of  these  also  mentioned  the  term  forward  purchase. 

29/  Th"e~following  method  of  buying  was  reported  in  a  study  by  the  National 
Association  of  Food  Chains:   "Obtain  bids  or  offers  from  their  suppliers;  in- 
spect products  in  suppliers'  warehouses;  check  quotations  against  National 
Provisioner  or  other  reliable  quotations;  take  into  account  supplier's  reputa- 
tion for  quality,  trim,  and  reliability,  and  then  place  the  order.  Many  stated 
that  the  low  quotation  does  not  necessarily  get  the  order.1'  (16,  p.  7)« 

30/  The  similarities  between  the  forward  purchase  and  the- standing  order 
may  have  led  to  confusion  and  it  is  possible  that  some  respondents  may  have 
indicated  a  use  of  the  standing  order  when,  in  reality,  the  practice  was 
simply  a  forward  purchase. 
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Forward  purchasing  and  standing  orders  appeared  somewhat  helpful  to  the 
packer.  These  methods  provided  him  with  advance  notice  of  the  chaios1  require- 
ments. Thus,  they  permitted  the  packer  to  buy  more  intelligently,  scnedule 
operations  in  the  plant  and  plan  deliveries  more  efficiently  than  when  he  was 
suddenly  confronted  with  large  orders.  They  also  tended  to  aid  the  packer  in 
maintaining  volume.  On  the  other  hand,  these  arrangements,  particularly  when 
prices  were  established  some  time  prior  to  the  date  of  actual  delivery,  en- 
tailed some  risk.  They  sometimes  involved  the  necessity  of  "out  guessing" 
retail  chain  buyers  concerning  future  prices. 

Buying  on  an  "offer  and  acceptance"  basis. — Two  chains  in  the  sample  used 
slightly  differing  offer  and  acceptance  or  bid  systems  of  procurement.   In 
both  cases  packers,  usually  10  to  20  in  number,  submitted  offers  to  the  buying 
offices  of  the  chains.  These  offers  contained  specified  prices  and  quantities 
of  beef  offered  for  sale.  Any  packer  was  free  to  submit  an  offer  but  all 
packers  submitted  offers  without  knowing  the  total  requirements  of  the  vendee. 
The  offers  were  received  by  telephone  and,  at  the  time  the  offers  were  made, 
no  haggling  or  bargaining  took  place,  they  were  simply  recorded.  31/  At  this 
point  the  chain  using  this  system  of  buying  may  be  faced  with  several  alter- 
natives. If  all  offers  carry  prices  which  are  high  relative  to  other  market 
areas,  the  chain  theoretically  can  decide  to  accept  none  of  the  offers  and  to 
buy  from  suppliers  in  the  more  distant  market  areas.  If  the  offered  quantities 
of  beef  fall  short  of  requirements  the  chain  can  decide  either  to  contact 
packers  for  enlargements  of  their  orders  or  buy  the  balance  of  its  requirements 
from  other  or  more  distant  suppliers.  If  offers  exceed  requirements  the  chain 
can  either  buy  heavily  from  a  few  favored  packers  or  spread  its  purchases  on 
a  percentage  basis,  or  on  some  other  basis,  among  a  larger  number,  provided 
that  offering  prices  appear  to  be  "in  line." 

In  practice,  the  alternatives  appeared  somewhat  more  limited.  One  chain, 
upon  receipt  of  tne  offers,  determined  a  price  which  it  figured  was  necessary 
to  obtain  its  full  requirements  and  paid  this  price  to  all  vendors.  The  other 
chain  purchased  up  the  scale  of  prices  by  first  accepting  the  offer  of  the 
supplier  offering  to  sell  at  the  lowest  price,  and  then  accepting  the  offering 
of  the  packer  with  the  next  lowest  price  quotation,  and  so  forth,  until  require- 
ments had  been  filled.  In  effect,  this  last  chain  emerged  with  an  average 
price  for  its  beef  based  upon  volumes  purchased  at  different  prices. 

On-the-spot  observation  of  this  latter  chain's  buying  methods  revealed  few 
differences  in  offering  prices  of  suppliers.  This  circumstance,  together  with 
the  necessity  of  doing  business  with  local  suppliers  on  a  continuing  basis, 
forced  the  chain  to  consider  individual  circumstances  of  packers.  The  chain 
carefully  and  pointedly  avoided  "whip  saw"  techniques  of  buying  heavily  for  a 


31/  Until  recently,  however,  1  of  these  chains  required  packers  at  1  or 
2  particular  buying  division  locations  to  submit  offers  by  mail  on  a  particular 
day  in  the  week.  Acceptances  by  the  chain  were  made  the  following  day  covering 
deliveries  for  the  ensuing  week. 
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time  from  a  packer  and  then  dropping  him  or  of  shifting  purchases  erratically 
from  the  local  market  to  distant  areas  and  "back  again.  32/  Although  variations 
in  the  supplier  list  did  occur  periodically  through  the  year,  there  was  little 
change  when  one  year  was  compared  with  another.  Both  chains,  however,  had  a 
policy  of  buying  heef  at  the  lowest  cost  between  local  and  distant  markets. 

The  bid  system  offers  both  advantages  and  disadvantages  to  chains  as  well 
as  their  suppliers.  Although  each  packer  might  prefer  to  capture  the  chain's 
business  through  a  standing  order  or  a  series  of  forward  purchases,  the  offer 
and  acceptance  system  tends  to  provide  each  with  an  equal  opportunity  to  sell. 
In  this  sense  it  probably  tends  to  increase  the  competition  among  packers.  In 
addition,  it  eliminates  the  time  and  expense  of  visits  by  chain  buyers  to 
packers'  coolers  and  of  bargaining  with  each  supplier.  Among  chains  which  buy 
several  thousand  carcasses  per  week  this  is  an  important  consideration  and 
conceivably  could  affect  the  prices  paid  to  packers. 

On  the  other  hand,  this  arrangement  tends  to  substitute  a  "system"  for 
personal  relationships  and  selling  or  merchandising  abilities.  As  one  packer 
expressed  it,  "We  do  not  like  the  cold-bloodedness  of  the  system... we  prefer 
to  be  in  a  higgling  situation."  Also,  despite  the  care  exercised  by  a  chain, 
the  offer  and  acceptance  system  implies  some  shifting  among  suppliers  on  a 
week-to-week  basis.  The  policy  of  buying  at  lowest  cost  in  local  and  distant 
markets  could  result  in  disruption  of  local  supply  patterns.  This  tends  to 
result  in  ill  will  among  suppliers  who,  although  dropped  temporarily,  face  the 
problem  of  meeting  overhead  costs,  for  which  the  maintenance  of  volume  opera- 
tions are  essential. 


Methods  of  Buying  and  Federal  Grades  Standards 

Federal  grades  usually  formed  the  basis  of  buying  specifications  and  price 
comparisons  and,  consequently,  played  a  major  role  in  the  buying  operations  of 
retail  food  chains. 

The  representative  of  one  firm  buying  on  the  basis  of  offers  and  acceptances 
stated  that  Federal  grades  were  of  assistance  but  that  bidding  could  have  been 
arranged  in  the  absence  of  these  standards.  In  the  absence  of  the  Federal  grade 
standards,  however,  this  representative  would  have  expected  (l)  to  spend  much 
more  time  and  money  personally  inspecting  and  selecting  beef  prior  to  purchase, 
and  (2)  to  have  considerably  more  difficulty  in  dealing  with  distant  packers. 


32/  Supplier  relations  were  an  important  part  of  the  purchasing  programs 
of  several  chains.  For  example,  one  of  the  chains  not  using  the  offer  and 
acceptance  system  had  given  its  word  not  to  drop  a  supplier  from  its  list  when 
his  prices  were  out-of-line  on  occasion.  If  a  supplier  proved  to  be  "out-of- 
line"  persistently,  the  chain  and  the  supplier  jointly  reviewed  operations  to 
locate  possible  economies.  Only  after  a  supplier  had  failed  over  an  extended 
period  to  quote  prices  approximately  equal  to  the  other  companies  was  he  dropped 
from  the  list. 
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The  combined  effect  of  both  these  developments,  he  believed,  would  have  sub- 
stantially increased  the  cost  of  procuring  beef.  Thus,  Federal  grade  stand- 
ards were  specifically  referred  to  as  a  helpful  factor  in  buying  on  an  offer 
and  acceptance  basis.  Logic  would  dictate  that  this  assistance  given  by 
uniform  Federal  grades  could  be  found  also  in  procurement  by  forward  purchases, 
standing  orders,  or  most  other  alternative  methods. 

Ownership  of  Meat  Warehousing  Facilities 

About  one-third  of  the  chains  in  the  sample,  usually  the  larger  firms, 
owned  their  own  meat  warehouse  facilities.  Most  chains,  however,  reported 
having  more  buying  divisions  than  warehouses,  indicating  that  factors  in 
addition  to  total  volume  handled  by  the  chain  were  important  in  deciding 
whether  or  not  to  build  or  buy  warehousing  facilities. 

The  decision  to  acquire  and  operate  warehouse  facilities  for  beef 
appeared  dependent  upon  a  variety  of  considerations  involving  costs  and 
potential  savings.  A  warehouse  conceivably  could  permit  a  chain  to  perform 
certain  preretailing  functions  on  beef  such  as  inspection  on  delivery,  aging, 
breaking,  and  pretrimming.   It  could  also  increase  the  chain's  inclination 
and  ability  to  buy  in  distant  markets  by  description.  Thus,  the  wide  use  of 
well-known  descriptive  terms  as  contained  in  the  Federal  grade  standards  may 
be  a  factor  in  the  chain's  decision  to  operate  a  meat  warehouse. 

It  is  not  always  certain  whether  or  not  the  chain's  decision  to  assume 
responsibility  for  preretailing  functions  will  lead  to  cost  savings.   In 
situations,  as  observed  in  certain  markets,  where  the  bargaining  power  of  the 
chain  in  the  local  area  is  great  or  the  competition  among  packers  particularly 
intense,  the  packer  might  be  absorbing  most  of  the  costs  of  storage  and 
delivery.  33/  In  addition,  the  chain  cannot  even  be  certain  in  all  cases 
that  it  can  assume  responsibility  for  some  preretailing  functions.   Strong 
opposition  from  labor  unions  may  force  the  chain  to  restrict  the  use  of  its 
meat  warehouse,  even  if  constructed,  to  storing  or  holding  meat.   The  retail 
butchers'  unions  usually  prefer  to  keep  the  beef  breaking,  fabricating,  and 
trimming  functions  in  the  retail  store. 

Despite  limitations,  most  warehousing  chains  in  the  sample  claimed  that 
their  warehouses  had  resulted  in  substantial  savings  through  permitting  them 


33/  This  was  of  particular  significance  in  the  Los  Angeles  area  where 
the  packers  normally  hold  carcasses  purchased  by  most  chains  in  their  coolers 
for  5  to  10  days,  and  make  deliveries  in  any  specified  quantities  to  individual 
store  units  upon  request.   A  special  (unpublished)  survey  of  10  major  chains 
in  this  area  was  conducted  late  in  1957  by  the  Agricultural  Marketing  Service. 
This  survey  revealed  that  almost  without  exception  these  chains  believed  that 
they  were  being  provided  with  lower  cost  storage  and  delivery  services  than 
could  be  provided  by  the  chains  themselves. 
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(l)  to  secure  beef  from  local  packers  at  lower  prices.   3^/  (2)  to  secure 
beef  "with  greater  facility  from  distant  packers  in  carload  lots,  and  (3)  to 
bypass,  to  an  increased  extent,  that  section  of  the  wholesale  trade  known  as 
breakers.   35/  Additional  savings  were  possible  through  using  the  warehouse  as 
a  hedge  or  buffer  against  unforeseen  events  such  as  a  strike  of  packing  house 
workers,  or  to  take  advantage  of  foreseen  events  such  as  an  expected  increase 
in  prices  at  the  wholesale  level.   A  warehouse  is  essential  to  an  aging  program 
on  beef  and  there  was  a  tendency  among  chains  to  age  heavy  Choice  and  Prime 
beef.   Thus,  the  quality  of  beef  sold  could  incluence  its  decision  to  build 
or  buy  a  meat  warehouse. 

Customer  Knowledge  of  Federal  Grades  as  Estimated  by  Chain  Respondents 

Reasons  given  by  respondents  for  handling  Choice  grade  beef  suggested 
that  chains,  by  and  large,  considered  the  knowledge  of  consumers  concerning 
Federal  grades  to  be  high.   This  is  indicated  more  directly  in  table  kk   where, 
as  shown,  more  than  half  the  firms  reported  a  high  level  of  customer  knowledge 
of  grades. 

There  is  considerable  question  concerning  interpretation  of  the  results 
reported  in  table  hh.      36/  They  indicate  only  what  chain  retailers  think  about 
their  customers.   Nevertheless,  it  appears  that  the  higher  the  quality  of  beef 
sold  and  the  higher  the  percentage  of  federally  graded  beef  handled,  the 
higher  was  the  reported  degree  of  consumer  knowledge  concerning  the  Federal 
grades.  37/ 


3j+/  One  respondent  reported  that  his  firm  had  cut  $.50  per  hundredweight 
from  its  wholesale  beef  costs  when  it  first  opened  warehouses  and  that  by 
1956  the  saving  was  running  at  the  rate  of  $1.50  per  hundredweight.  Another 
firm  reported  that  when  the  packer  made  individual  store-door  deliveries,  the 
beef  cost  the  chain  from  1  to  2  cents  more  per  pound. 

35/  It  was  explained  that  when  chains  buy  directly  from  packers  for 
delivery  to  a  warehouse,  they  can  compete  with  the  breaker  for  carcasses  most 
suitable  for  breaking  and  can  avoid  a  handling  charge,  a  buying  cost,  and  the 
profit  on  these  carcasses  normally  associated  with  the  breakers'  operations. 

36/  In  this  respect  a  caution  deserves  mention.  As  explained  in  the 
chapter  on  independent  retailers,  it  is  entirely  possible  that  retailers  may 
erroneously  assume  a  knowledge  of  grades  resulting  from  mentioning  them  to 
consumers.  Also,  data  for  the  West  may  be  biased  to  some  extent  by  respondents 
in  the  Los  Angeles  and  Seattle  areas.  In  Seattle  grading  is  compulsory  and 
Los  Angeles  contains  at  least  35  local  retail  chains  most  of  which  actively 
compete  and  merchandise  beef  on  the  basis  of  Federal  grades. 

37/  See  table  35  p.  110  for  similar  data  on  independent  retailers. 
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Table  44. — Retail  food  chains:  Number  and  percentage  reporting  estimated 
level  of  customer  knowledge  concerning  Federal  grades,  by- 
location  and  size  of  firm,  1956 


Number 


Region:  2/ 

East 

West  3/ 

Sample  total 

Size  class:  2/ 

Small 

Medium 

Large 

Sample  total 


Percent    Percent    Percent 


17 

42 

29 

29 

12 

75 

17 

8 

29 

55 

24 

21 

11+ 

50 

14 

36 

11 

64 

27 

9 

4 

50 

50 

0 

29 


55 


24 


21 


1/  High  customer  knowledge  was  said  to  occur  when  the  chain  reported  that 
more  than  70  percent  of  its  customers  knew  about  grades;  medium  knowledge  was 
said  to  exist  when  the  percentage  was  from  30  to  70  and  under  30  percent  was 
classified  as  low  knowledge. 

2/  See  footnote  to  table  43  for  definition  of  region  and  table  38  for 
definition  of  size  classes. 

3/  May  be  biased  to  some  extent  by  data  for  Seattle  where  Federal  grading 
is—compulsory  and  for  Los  Angeles  where  a  large  number  of  local  chains 
merchandise  by  grade. 

Merchandising  Policies  and  Practices  of  Retail  Chains 

There  was  considerable  variation  among  chains  in  the  merchandising 
practices  applied  to  beef.  Essentially,  merchandising  appeared  to  have  2 
principal  aspects  (l)  practices  regarding  the  price  and  quality  options,  and 
(2)  the  practices  of  advertising  and  of  labelling  or  describing  the  beef 
offered  for  sale. 


Prices  and  Qualities 


Most  of  the  chains,  20  firms,  had  only  1  price  structure  in  individual 
stores.  Five  of  these  firms  sold  federally  graded  Choice  beef  exclusively 
and  the  balance  of  this  group,  15  firms,  emphasized  "USDA  Choice"  but  sold 
small  amounts  of  Prime  and  Good.  Eleven  respondents  offered  their  customers 
2  price  structures  covering  2  qualities. 
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Variations  in  pricing  practices  within  these  broad  categories  were  evi- 
dent. A  few  chains  handled  2  Federal  grades  in  1  price  structure  and  several 
other  companies  mingled  3  grades  into  2  price  ranges.  Six  companies  indicated 
a  policy  of  carrying  different  grades  at  different  stores  in  accordance  with 
their  impressions  of  consumer  incomes  or  preferences. 

Companies  offering  beef  in  2  price  ranges  spoke  of  the  problems  met  in 
the  administration  of  the  system.   Error  and  deliberate  "missales"  were  said  to 
occur  and  to  engender  customer  dissatisfaction.   It  was  reported  that  meat 
department  employees,  on  occasion,  substituted  the  lower  grade  for  the  higher 
one  in  order  to  show  a  greater  than  normal  profit  from  operations.  38/ 

Most  of  the  respondents  emphasized  the  importance  of  developing  a  reputa- 
tion for  consistency  of  quality  among  the  various  outlets.  When  the  company 
was  inclined  to  carry  2  grades  with  2  price  structures,  this  was  done,  generally, 
in  all  stores.  Consistency  of  grade  and  price  policy  among  stores,  then,  -was 
the  rule  for  this  sample  of  chains.  Since  the  chain  had  no  control  over  the 
customers1  choice  of  outlets,  it  became  important  to  provide  the  same  service 
and  products  in  each  outlet  or  risk  the  possibility  of  customer  ill  will. 
Despite  this  general  policy,  some  minor  quality  differences  did  occur  among 
outlets  of  some  of  the  sample  firms. 

Use  of  Proprietary  Chain  Store  Labels  for  Beef 

It  was  difficult  to  determine  the  quantity  of  beef  sold  under  proprietary 
labels  or  brands.  In  some  cases  it  was  uncertain  whether  or  not  the  chain  had 
a  proprietary  label. 

Most  chains  insert  1  or  more  labels  in  self-service  packages  which  contain, 
among  other  things,  the  price  and  weight  of  the  package.   In  addition,  these 
labels  usually  contain  the  name  or  identifying  letter  or  mark  of  the  store. 
They  frequently  contain  a  phrase  such  as  "Superite's  Top  Quality  Meats."  These 
words  may  be  used  in  advertising  and  used  in  the  same  manner  as  a  private  brand. 
Proprietary  brands,  such  as  "Red  Ribbon",  and  Federal  grade  names  frequently 
also  are  stamped  on  the  labels.   In  lieu  of  or  in  addition  to  grade  or  brand 
labels,  some  chains  insert  a  certification  or  "bond"  as  a  guarantee  of  quality. 

Of  3k   chains  reporting  on  grade  and  brand  labels  about  half  had  proprietary 
labels  for  beef  which  could  be  identified  as  such.  Most  of  these  chains  used 
their  proprietary  brands  on  all  beef  sold  but  most  also  designated  beef  cuts 
by  Federal  grade.   Four  chains  advertised  and  promoted  their  beef  strictly  on 
the  basis  of  their  private  brands.   Wo  mention  was  made  by  these  firms,  in 
advertising  or  in  packages,  of  Federal  grades  despite  the  fact  that  all  pur- 
chased at  least  some  federally  graded  beef.   A  representative  of  one  of  these 
chains  stated  that  the  firm  "gave  up  attempting  to  educate  consumers  to 
U.  S.  grades." 


38/  The  tendency  of  retail  butchers,  it  was  explained  to  substitute  lower 
grade  for  higher  grade  beef  does  not  stem  from  a  basic  desire  to  misrepresent 
or  "cheat"  but  from  prevailing  attitudes  among  butchers  wherein  this  practice 
is  interpreted  as  one  aspect  of  "merchandising". 
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Advertising  Practices 

Chains  used  newspapers  as  their  principal  advertising  medium.   In  addition, 
several  other  media  were  employed  such  as  point-of-sale  displays,  "window- strips, 
circulars,  radio,  and  television.  Most  respondents  went  into  detail  regarding 
copy  in  their  beef  advertisements.   This  information  was  classified  under  15 
principal  appeals.   These  appeals  and  the  frequency  of  their  mention  are  pre- 
sented in  the  following  tabulation. 

It  is  clear  that  the  grade  terms  "Choice"  and  "Prime"  were  considered 
sufficiently  important  merchandising  aids  to  he  advertised  frequently  in  pro- 
motional literature.   The  3  firms  advertising  the  Good  grade  were  also  part 
of  the  group  advertising  Choice,  Prime,  or  both.   Chains  with  proprietary 
labels  were  accustomed  to  promoting  both  "USDA  Choice"  and  "USDA  Prime"  as 
well  as  the  private  label  and,  on  occasion,  drew  no  connection  between  the  two. 

Number  of  retail  food  chains  using 
Principal  advertising  copy  appeals         these  appeals,  1955  1/ 

Grades  and  labels: 

Specific  reference  to  "USDA  Choice" 

or  "USDA  Prime"  22 

Connection  of  Federal  grades  to 

store  label  6 

Emphasis  on  store  label  but  no 

reference  to  Federal  grades  h 

Reference  to  packer  brands  3 

Promotion  of  the  "Good  grade"  3 

Promotion  of  "USDA"  or  "U.  S. 

Graded"  beef _JL_ 

Subtotal 39 

Other  appeals: 

Promotion  of  proper  trimming 13 

Mention  of  properly  aged  beef 5 

Promotion  of  "  steer"  beef k 

Emphasis  on  "heavy"  beef 3 

Special  treatment  of  beef 3 

Careful  selection  of  beef 2 

Promotion  of  "cornfed"  beef 2 

Promotion  of  the  chain's  own 

slaughtering  plant  1 

Emphasis  upon  "high  quality"  beef  1 

Subtotal 3T~ 

Total 73 


l/  Some  of  the  32  firms  reporting  mentioned  use  of  more  than  1  appeal. 


493114  O  -  59  -  10 
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The  number  of  appeals  concerned  with  attributes  of  beef  which  were  not 
associated  with  grade  or  label,  however,  is  significant.   In  the  aggregate, 
mentions  of  these  features  exceeded  the  total  number  of  appeals  based  on  grade 
or  label.  The  second  most  popular  appeal  of  all  was  trimming  service. 

Many  firms  in  the  sample  used  more  than  1  appeal  in  their  copy.  Eleven 
respondents  directed  copy  toward  a  single  appeal,  usually  "USDA  Choice",  8 
companies  mentioned  2  appeals,  5  companies  adopted  3  appeals  and  8  respondents 
used  k. 

When  the  sample  chains  decided  to  adopt  more  than  the  appeal  of  "USDA. 
Choice"  or  "USDA  Prime",  the  copy  usually  also  mentioned  one  or  more  of  the 
following  points:   (l)  The  trimming  advantage,  (2)  the  connection  of  the  store 
label  with  Federal  grades,  or  (3)  the  fact  that  the  beef  was  properly  aged. 
The  decision  to  use  more  than  1  appeal  reflected  the  desire  to  differentiate 
beef  beyond  the  Federal  grade  designation.   Since  federally  graded  beef  appar- 
ently is  handled  by  most  competing  retailers,  including  independents,  chains 
were  inclined  to  seek  additional  bases  for  claiming  product  differentiation 
for  mention  in  advertising  copy. 

Grading  Policies  and  Practices  on  Other  Meats  (Veal,  Lamb,  and  Turkey) 

There  was  a  tendency  to  maintain  a  consistent  policy  on  grading  among 
kinds  of  meat  handled  insofar  as  it  was  practicable  to  do  so  (table  k^) . 

Table  k-5. — Retail  food  chains:  Number  reporting  and  percentages  of  the  beef, 
veal,  lamb,  and  turkey  sold  by  type  branding  or  grading,  1955 


Kind  of  meat 


Firms 


Type  of  grading  or  branding 


Chain 
store 
brand 


Packer 
branded 


Federally 
graded 


Ungraded 


Total 


Beef  . . 
Veal  .. 
Lamb  . . 
Turkey 


Number   Percent   Percent   Percent   Percent  Percent 


28 
31 
27 
29 


1/ 

3 
k 

2/ 


5 
10 

2/ 


9h 
68 
81 
69 


1 

19 
0 

2/ 


100 
100 
100 


l/  Small  quantities  of  ungraded  beef  were  sold  under  proprietary  label. 
Remaining  quantities  of  beef  sold  under  proprietary  label  also  were  federally 
graded.  The  total  quantity  of  beef  sold  under  a  chain  store  brand  by  the  28 
firms  using  a  liberal  interpretation  of  the  word  "brand,"  was  roughly  esti- 
mated at  kO   percent. 

2/  Not  available. 
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Federal  grading  on  a  voluntary  basis  may  be  obtained  on  veal,  lamb,  and  turkey 
as  well  as  beef.  More  than  80  percent  of  the  lamb  and  nearly  70  percent  of 
the  veal  and  turkey  handled  by  respondents  carried  a  Federal  grade  designation. 
A  larger  percentage  of  the  lamb  than  of  the  beef  handled,  however,  was  sold 
under  a  packer  brand. 

More  detailed  questioning  revealed  that  the  federally  graded  lamb  and 
veal  were  heavily  in  the  Choice  grade  category,  and  that,  customarily,  feder- 
ally graded  veal  was  in  the  Choice  grade.   This  is  consistent  with  the  previous 
findings  on  grading  policy  relative  to  beef.  The  data  also  revealed  that  the 
firms  which  handled  the  highest  percentages  of  federally  graded  Choice  beef 
also  handled  the  highest  percentages  of  federally  graded  Choice  lamb  and  veal. 
In  general,  chains  in  the  sample  leaned  heavily  toward  selling  federally  graded 
meats  and,  more  particularly,  toward  meat  which  graded  Choice. 

Reported  Effects  of  Grading  on  Chain  Operations 

Twenty-three  firms  commented  on  the  changes  effected  in  their  own  opera- 
tions by  the  adoption  of  Federal  grading.  The  most  important  of  these  are 
shown  in  the  following  tabulation. 

The  shift  away  from  private  brands  and  labels  and  ungraded  beef  would  be 
expected.  Two  of  these  10  companies  dropped  their  private  label  upon  the 
adoption  of  Federal  grades;  h   ceased  handling  packer  brands,  and  3  sold  less 
ungraded  beef „   Interestingly,  3  firms  pointed  to  a  drop  rather  than  a  rise  in 
the  quality  of  beef  offered  for  sale  as  a  result  of  shifting  to  sales  on  a 
Federal  grade  basis.  As  a  whole,  however,  the  effects  mentioned  in  the  table 
were  fully  expected  in  light  of  the  information  presented  in  previous  sections 
of  this  chapter. 

Effects  of  the  adoption  of  Federal  grades        Number  reporting  effects  l/ 

Change  in  kind  of  beef  handled  (shift  from 

private  label,  ungraded  and  packer  branded 

to  federally  graded)  „ 10 

Rise  in  the  quality  of  beef  on  sale  in  the 

company ' s  stores  7 

Reduction  in  the  number  and  range  of 

qualities  sold  5 

Changed  sources  of  supply 5 

Decrease  in  buying  costs  k 

Drop  in  the  quality  of  beef  offered  for 

sale  in  the  company1  s  stores  3 

Centralization  of  decision  making  on  qualities 

to  be  carried  in  all  stores  2 


y Some  of  the  23  firms  reporting  mentioned  more  than  1  effect. 
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Summary  and  Some  Conclusions  on  Chain 
Operations  as  Related  to  Grading 

It  must  be  concluded,  it  seems,  that  the  competitive  merchandising  advan- 
tages of  "U.  S.  Choice"  beef  have  been  largely  responsible  since  1950  for  the 
emphasis  given  by  the  retail  food  chains  to  Federal  grades  on  beef.  Consumer 
insistence  on  federally  graded  beef  may  have  become  an  increasingly  important 
factor  in  the  period  195O-56,  but  access  to  the  merchandising  "magic"  of  the 
■word  "Choice"  appears  to  be  the  single  most  important  factor  explaining 
increases  since  1950  in  the  voluntary  use  by  chains  of  Federal  grades  on  beef. 
The  grading  policies  of  chains  and  the  entire  history  of  their  interest  in  the 
Federal  grading  of  beef,  however,  are  not  fully  explained  by  their  interest  in 
grade  names. 

In  1950  the  U.S.  Choice  grade  was  redefined  and  made  applicable  to  the 
quality  segment  formerly  called  U.  S.  Good.  Most  chains  adopted  their  polices 
on  grading  during  or  immediately  following  World  War  II.  During  this  time, 
and  prior  to  1950,  another  important  factor  influencing  chains*  policies  on 
grading  was  their  efforts  to  establish  and  maintain  relatively  high  quality 
standards  which  would  be  consistent  among  stores  and  unchanging  over  time 
within  stores  and  which,  consequently,  would  help  to  "build  business."  Re- 
tailers consider  beef  as  an  important  item  in  influencing  the  consumer  in  his 
selection  of  a  grocery  store,  therefore,  a  high  and  consistent  beef  quality 
contributes  not  only  to  repeat  sales  of  beef  but  to  increased  sales  of  other 
products  handled  in  the  store.  Federal  grades,  in  addition,  provide  the  chains 
with  a  basis  for  convincing  the  consumer  that  he  should  look  to  the  retailer 
rather  than  to  the  packer  for  quality  protection. 

Without  reference  to  particular  grades,  some  of  the  advantages  provided 
by  the  Federal  grade  standards  and  associated  with  the  buying  operations  of 
chains  appeared  fully  as  important  as  those  associated  with  their  sales  and 
merchandising  operations.  The  grade  standards  for  beef  tended  to  provide 
(l)  a  uniform,  unambiguous  language  for  dealing  with  suppliers;  (2)  a  frame- 
work for  the  establishment  of  specifications  used  in  describing  the  type  and 
quality  of  beef  desired;  (3)  more  advantageous  use  of  the  public  and  private 
price  reporting  services,  all  of  which  report  price  by  Federal  grades; 
(k)   opportunity  for  preventing  establishment  of  ties  between  brand  packers  and 
consumers,  such  as  with  numerous  other  branded  products,  or  of  breaking  exist- 
ing ties;  and,  (5)  increased  facility  in  purchasing  from  distant  packers  and 
an  increase  in  the  number  of  acceptable  suppliers  with  resulting  improvements 
in  the  bargaining  position  of  chains  in  their  dealings  with  packers.  This  is 
an  imposing  list.  Nevertheless,  additional  considerations  tend  to  bolster  the 
view  that  the  Federal  grades  do  not  provide  chains  with  complete  or  fully 
adequate  quality  specifications. 

The  Choice  grade  apparently  covers  a  relatively  wide  range  of  acceptability 
as  far  as  the  retail  chains  are  concerned.  Most  chains  would  not  automatically 
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accept  any  "beef  rolled  "Choice"  by  a  Federal  grader.  The  majority  specified  a 
range  within  the  Choice  grade  and  a  number  specified  a  relatively  narrow  range 
of  quality  which  crossed  grade  lines.  In  this  sense,  it  -was  apparent  that  the 
retail  food  chains,  like  wholesalers  and  packers,  were  using  the  Federal  grade 
designations  only  as  broad  indicators  of  "quality."  The  Federal  grades  were 
used  to  reduce,  to  some  extent,  the  degree  of  variation  associated  with  quality 
characteristics  of  beef  and  to  block  out  an  area  of  quality  of  particular 
interest.  Once  this  had  been  accomplished,  attention  was  centered  on  other 
factors  which  usually  were  factors  affecting  yield,  such  as  weight  and  indica- 
tions of  trimming  waste. 

A  number  of  chains  had  attempted  to  provide  consumers  with  a  selection  of 
two  or  more  grades  in  their  stores.  A  few  claimed  success  in  this  effort  but 
most  had  found  no  practicable  means  of  providing  this  service  on  a  successful 
continuing  basis.  Faced  with  the  necessity  of  handling  a  single  grade  or 
quality  in  individual  stores,  chain  respondents  seemed  to  believe  that  they 
had  no  alternative  other  than  to  handle  the  U.  S.  Choice  grade  since  this  grade 
appeared  to  consistently  satisfy  more  people  than  any  other. 

Whatever  the  reason  may  have  been  for  adopting  policies  of  selling  beef 
on  a  Federal  grade  basis  there  can  be  little  doubt  that  these  policies  have  had 
far  reaching  effects  on  packers,  wholesalers,  and  the  food  chains  themselves. 
The  precise  extent  to  which  increased  use  of  the  Federal  grade  standards  is 
responsible  for  the  changes  that  have  taken  place,  however,  is  not  entirely 
clear.  Increased  use  of  the  Federal  grade  standards  has  taken  place  during  a 
period  of  growth  in  total  sales,  beef  volume,  and  bargaining  power  of  retail 
food  chains  and  large  volume  independent  retailers.  Both  these  developments 
appear  to  be  at  least  partly  responsible  for  the  less  favorable  bargaining  and 
sales  positions  of  the  national  packers. 

The  chains  and  other  large  volume  retailers  generally  have  access  to  in- 
formation which  provides  them  with  a  broadband  apparently  superior,  base  upon 
which  to  formulate  purchasing  policies  and  to  negotiate  for  supplies  of  beef. 
This  is  made  possible  by  wide  contacts  in  the  beef  market;  extensive  knowledge 
of  consumer  buying  preferences;  knowledge  of  sales  trends,  live  animal  prices, 
dressing  percentages,  costs  of  slaughtering,  their  own  inventory,  and  their 
own  advertising  and  promotional  intentions.  The  Federal  grade  standards 
apparently  have  improved  the  situation  of  the  food  chains  in  this  regard.  The 
abilities  of  chains  and  the  opportunities  provided  them  by  competition  to  use 
these  factors  varied  among  the  firms  in  the  sample.  Generally,  however,  the 
chain  was  regarded  by  other  elements  of  the  trade  as  an  astute  buyer  well 
aware  of  market  conditions.  This  fact  together  with  the  desirability,  from 
the  standpoint  of  volume,  of  retaining  the  chain  as  a  customer,  as  noted  in 
other  chapters,  caused  mixed  reactions  among  other  segments  of  the  meat 
wholesaling  industry. 

From  the  standpoint  of  the  consumer  the  practicable  result  of  food  chain 
policies  on  grading  is  that,  generally  speaking,  the  chains  have  been  providing 
most  of  their  consumers  with  a  single  Federal  grade  of  beef.  But  whether  this, 
in  some  sense,  is  "inconsistent"  with  the  interests  and  preferences  of  consumers 
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and  whether,  as  a  result,  producers  are  devoting  an  "excess"  of  resources  to 
the  production  of  a  single  grade  of  "beef  must  remain,  for  the  moment  at  least, 
unanswered.  Similarly,  the  question  of  whether  the  chains  have  shaped  consumer 
habits  and  preferences  or  whether  consumers  have  shaped  the  policies  of  the 
chains  cannot  "be  answered  by  the  information  presented  thus  far. 
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VIII.   AN  EVALUATION  OF  RECENT  CONSUMER 
PREFERENCE  STUDIES  FOR  BEEF  39/ 

Since  1953  there  has  been  considerable  interest  in  consumer  studies  relat- 
ing to  meat  quality.   Most  of  these  studies  have  dealt  with  "beef,  were  of  the 
survey  type,  and  were  based  upon  visual  impressions  of  particular  physical 
attributes  of  beef.   A  few  have  been  retail  store  experiments  in  which  consumers 
purchased  beef  under  controlled  conditions.   Results  of  only  1  or  2  important 
taste  testing  experiments  involving  a  panel  of  judges  and  carried  out  under 
carefully  controlled  conditions  are  available.   One  important  study  provides 
data  on  eating  preferences  of  a  sample  of  households. 

These  studies,  particularly  the  interpretations  and  inferences  made  from 
them,  have  raised  many  questions  about  the  effectiveness  of  the  Federal  grading 
system,  or  any  other  known  grading  system,  in  sorting  meat  according  to  differ- 
ences in  meat  "quality".   The  term  "quality"  itself  has  been  the  subject  of 
much  discussion  and  disagreement. 

An  important  question  in  this  study  was  whether  or  not  the  current 
emphasis  on  the  Choice  grade  is,  in  some  sense,  "consistent"  with  the  basic 
desires  and  preferences  of  consumers,  ko/   This  question  could  be  considered 
in  a  broader  sense,  that  is,  does  the  emphasis  currently  placed  by  retailers 
and  the  trade  on  the  various  grades  reflect  response  to  expressed  preferences 
of  consumers  or  have  consumers,  through  lack  of  knowledge  or  of  alternative 
choices,  been  induced  to  buy  more  or  less  of  particular  grades  than,  under 
different  circumstances,  they  might  have  desired?  The  question  concerning 
whether  or  not  producers  have  been  induced  by  rigidities  built  into  the  market- 
ing system  to  commit  more  resources  to  production  of  a  particular  grade  or 
grades  than  actually  desired  by  consumers  is  simply  another  way  of  stating  the 
same  question. 


Definitive  answers  to  these  questions  cannot  be  supplied  in  the  absence  of 
definitive  information  on  preferences  of  consumers.   As  will  be  poirted  out, 
however,  there  appears  to  be  no  simple  answer  to  the  question  of  consumer 
preferences  among  grades  of  beef. 

One  writer  characterizes  recent  research  on  consumer  preferences  for  beef 
as  "a  maelstrom  of  effort  involving  work  of  many  individuals  of  different  dis- 
ciplines, each  attacking  an  aspect  of  the  problem  from  a  particular  point  of 
view"  (ll,  p.  1335).  This  writer  further  states  that  results  of  some  consumer 
preference  studies  may  be  "inconclusive,"  "transitory"  and  in  conflict  with 
results  of  other  studies. 


39/  No  attempt  is  made  here  to  provide  a  complete  evaluation  of  consumer 
preference  studies  for  beef.   Instead,  only  results  relating  more  or  less 
directly  to  objectives  of  this  study  were  considered. 

^-0/  Preference,  as  defined  by  1  source,  refers  to  choice  or  the  ordering 
of  choices  among  2  or  more  alternative  products  in  a  given  environment  by  a 
consumer  or  group  of  consumers  (ll,  p.  1336) . 
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Despite  these  and  other  shortcomings,  results  of  work  on  consumer  pref- 
erences for  "beef  since  1952  have  "been  productive.  During  the  early  stages  of 
research  in  any  field  some  results  nearly  always  are  transitory  and  inconclu- 
sive.  Some  important  facts  regarding  preferences  of  consumers  for  beef  have 
been  brought  to  light  and  some  of  the  work  under  way  appears  promising.  A 
"brief  review  and  evaluation  of  results  obtained  in  some  representative  studies 
is  presented  "below. 

Results  of  Consumer  Preference  Studies  for  Beef 

In  studying  consumer  preferences  for  beef,  k   principal  types  of  studies 
have  been  made.   (l)  The  most  common  study  in  the  earliest  stages  of  the  work 
involved  the  recording  of  impressions  or  reactions  of  consumers  to  visual 
attributes  of  steaks  and  roasts.   In  these  studies  consumers  sometimes  were 
simply  interviewed  or,  more  often,  shown  pictures  or  actual  samples  of  beef 
cuts  of  particular  grades.   Then  the  respondents  were  asked,  assuming  that  the 
cuts  could  be  purchased  at  equal  prices,  which  they  would  prefer.   (2)  actual 
purchases  of  beef  by  consumers  under  controlled  laboratory  or  retail  store 
conditions  were  recorded.   Some  of  these  were  followed  up  by  interviews  in  the 
home  after  consumption  of  the  meat.   (3)  Taste  testing  experiments  conducted 
in  which  a  small  group  of  persons  tasted  carefully  selected  and  uniformly  cooked 
samples  of  beef  and  attempted  to  discriminate  betweeen  or  detect  differences  in 
the  samples.  (h)   A  household  panel  of  consumers  was  selected  and  asked  to  rate 
beef  samples  after  cooking  and  eating  on  a  numerical  scale.   Preferences  of 
these  consumers  also  was  obtained. 

In  addition  to  these,  mechanical  "shear"'  tests  of  tenderness  have  been 
made.   In  these  tests  lean  portions  of  the  meat  are  used.  A  mechanical  con- 
trivance is  employed  to  cut  across  the  grain  of  circular  "cores"  or  samples 
of  lean  and  the  pressure  or  weight  required  to  accomplish  this  cutting  or 
"shearing"  is  recorded. 

Visual  Preferences  for  Grades  or  Retail  Beef  Cuts 

Results  of  some  of  the  visual  preference  studies  are  shown  in  table  k6. 
In  the  St.  Louis  study  consumers  were  contacted  in  retail  stores  and  shown 
actual  samples  of  uncooked  loin  steaks  and  chuck  roasts.   In  the  other  studies 
colored  pictures  of  uncooked  steaks  were  shown  to  consumers  in  their  homes. 

The  visual  preference  study  in  St.  Louis  involving  steaks  showed  that  the 
largest  percentage  of  consumers  selected  Prime,  whereas  in  all  of  the  other 
studies  the  Good  grade  was  most  often  selected.   In  the  other  studies,  Choice 
uniformly  was  second  in  importance  among  first  preferences  of  consumers.   Good 
grade  roasts,  in  the  St.  Louis  study,  were  most  often  selected  but  Prime  ran  a 
close  second.   It  should  be  emphasized  that  consumers  were  not  actually  per- 
mitted to  purchase  the  meat  selected. 

Some  researchers  and  many  others  were  disturbed  by  their  results.   Implica- 
tions, however,  frequently  were  based  on  debatable  assumptions.   Some  assumed, 
for  instance,  that  everyone  should  prefer  Prime  if  all  beef  is  priced  the  same. 
Others  assumed  that  although  all  consumers  may  not  prefer  Prime  and  Choice  to 
Good  and  Commercial  this  should  be  the  situation  for  the  majority.  As  one 
writer  expressed  it:  "Whichever  way  the  vote  comes  out,  the  poor  old  grading 
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system  can't  wini  It  takes  a  beating  every  time.  If  Good  comes  out  on  top, 
something's  wrong  with  the  grading  system.  If  Prime  comes  out  on  top,  some- 
thing's -wrong  with  the  grading  system"  (4,  p.  19). 

Table  46. --Number  of  sampling  units  and  percentage  of  consumers  indicating 
first  preference  among  U.S.  grades  of  beef  from  visual  attributes 

in  selected  studies 


Steaks 

Roasts 

Item 

St.  Louis 

,  Mo.  1/ 

Phoenix, 
Ariz.  2/ 

f 

rHouston, 
:Tex.  3/ 

Denver, 
Colo,  4/ 

St.  Louis, 

Untrimmed \ 

Trimmed 

Mo.  1/ 

Number 
506 

Number   Number 
500 

Number   Number 

1,000    500 

Number 
462 

Percentage 

Df  consumers 

Grades: 

■  Percent 

:    34 

:    27 

:    23 

16 

Percent  Percent 

36      5/ 
31      32 

19      4l 
14      27 

Percent  Percent 

13       5/ 
24        32 
43      k7 
18       21 

Percent 
28 

22 

Good 

31 
19 

Commercial 

100 

100      100 

98      100 

100 

1/  Rhodes,  Kiehl,  and  Brady  (23) . 

2/  Seltzer,  R.  E.  (27). 

3/  Branson,  R.  E.  (ij.   Percentages  as  reported  probably  due  to  rounding. 
do  not  add  to  100. 

4/  Stevens,  I.  M.,  Sargent,  F.  0.,  Thiessen,  E.  J.,  and  Schomover.  C.  0., 
Consumer  Preferences  for  Beef,  Mimeo.  publication  and  statistical  appendix, 
and  Beef  . . .  Consumer  Use  and  Preferences,  Bui.  3^0,  Agr.  Expt.  Sta. ,  Laramie, 
Wyo.,  April  1956. 

5/  Preference  ranking  not  requested. 


Although  frequently  overlooked,  many  questions  vere  raised  in  these 
early  studies  concerning  the  validity  of  assuming  that  (l)  the  Federal  grades 
accurately  reflect  an  ordering  of  eating  quality  in  beef  wherein  Prime  meant 
"best,"  Choice  second  best,  Good  third  best,  and  so  forth  and  (2)  the  prefer- 
ence and  order  of  preferences  of  all  or  at  least  most  consumers  is  the 
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same,  kl/     It  vas  pointed  out  in  most  of  these  studies  that  "consumers  are 
different  as  far  as  preferences  are  concerned"  and  that  "each  grade  . . .  was 
preferred  by  a  certain  portion  of  the  sample  ..."(23.,  pp.  63,65). 

In  several  of  the  "beef  preference  studies  grade  preferences  were  related 
to  income  and  educational  status  of  the  person  interviewed,  k-2/     The  results 
of  the  Phoenix  consumer  interview  study  are  typical.   Only  23  nercent  of  the 
low  income  group,  it  was  found,  selected  U.  S.  Choice  as  their  first  prefer- 
ence, whereas  kO   percent  of  the  high  income  group  favored  cuts  of  this  grade. 
Similarly,  only  26  percent  of  those  people  with  a  grade  school  education 
picked  U.  S.  Choice  as  their  first  preference,  while  k2   percent  of  the  college 
educated  respondents  preferred  this  grade  (27,  p.  lh) . 

Most  authors  pointed  out  that  results  of  their  studies  were  highly 
tentative.   Particular  shortcomings  were  observed  such  as:  (l)  the  limited 
geographic  coverage,  (2)  the  limited  number  of  consumers  interviewed.  (3) 
severe  limitations  with  respect  to  sampling  of  "beef  within  carcass  grades, 
(k)   inadequate  treatment  of  the  effects  on  consumer  selection  of  prices  and 
price  differences  among  grades,  and  (5)  limitations  with  respect  to  consumers 
prior  knowledge  and  experience.  In  addition,  serious  questions  were  raised 
concerning  the  relationship  of  visual  characteristics  to  eating  satisfaction. 
As  the  work  developed  relationships  "between  physical  attributes  of  beef  and 
consumer  preference  or  eating  satisfaction  began  to  be  viewed  as  considerably 
more  complex  than  in  the  initial  phases  of  this  work. 

• 
Preferences  Concerning  Visual  Attributes  of  Beef 

When  asked  specifically  which  particular  visual  attributes  of  beef  were 
important  to  them,  consumers  mentioned  a  wide  variety  of  factors.   Among  these 
were  external  fat  covering,  amount  of  internal  fat,  marbling,  color  of  lean, 
color  of  fat,  amount  of  bone,  general  appearance,  and  size  of  cut  or  package. 
The  order  of  importance  of  these  differed  among  the  various  studies  but  the 
amount  of  external  fat  usually  was  mentioned  most  prominently.   Color  either 
of  the  fat  or  the  lean  usually  was  the  second  most  important  attribute. 
Marbling,  in  a  number  of  the  studies  apparently  was  not  particularly  impor- 
tant to  consumers. 

In  the  St.  Louis  study  consumers  were  asked  for  their  nreferences  among 
grades  with  specific  reference  to  particular  visual  attributes.  Results  are 
shown  in  tables  V7  and  ^8.  ^3/  Choice  received  the  highest  average  scores 


hi/   An  excellent  theoretical  discussion  of  the  fallacy  of  assuming  that 
for  all  consumers  and  all  uses  one  grade  of  a  product  should  be  preferred 
over  another  may  be  found  in  reference  (20,  pp.  kk—6l). 

h2j   This  has  not  been  generally  true  of  the  Missouri  studies. 

¥3/  Note  that  the  form  or  manner  of  presentation  in  the  2  tables  is 
different.   One  shows  average  ratings  while  the  other  gives  percentage 
distributions . 
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Table  47. — Average  ratings  of  steak  grades  by  preference  to  particular 

physical  attributes  l/ 


Attribute 


Commercial* 


Good 


Choice 


Prime 


Amount  of  external  fat 
Color  of  lean 

Marbling 

Texture  

Color  of  fat  . 
Amount  of  bone 


Percent 

59-2 
60.4 
61.3 
64.1 
57-2 
67.6 


Percent 

61.1 
64.2 
66.8 
67.O 

63.7 
69.4 


Percent 

68.5 
71.3 
69.9 
71.0 
72.4 
70.8 


Percent 

65.9 
69.6 
66.1 
68.9 
73-^ 
70.7 


1/  Represents  average  opinion.   Rhodes,  Kiehl,  and  Brady  (23,  table  7,  p.  21) 
Table  48. — Percentage  distribution  of  grades  of  roasts  by  visual  attributes  1/ 


Attribute 


Commer- 

Good 

Choice 

Prime 

:  Total 

cial 

Percent 

Percent 

Percent 

Percent 

Percent 

16.0 

33.5 

20.9 

29.6 

100 

20.4 

27.5 

23.1 

29.0 

100 

19.7 

30.2 

22.2 

27.9 

100 

22.1 

25.6 

22.1 

30.2 

100 

8.3 

20.7 

31.2 

39-8 

100 

18.9 

31.5 

23.6 

26.0 

100 

External  fat  

Gobs  internal  fat. 

Marbling  

Color  of  lean 

Color  of  fat  

Amount  of  bone  . . . 


1/  Rhodes,  Kiehl,  and  Brady  (23,  table  6,  p.  20) 


for  steaks  with  respect  to  5  of  "the  6  attributes  considered  (table  47).   The 
typically  white  fat  of  the  Prime  grade  scored  higher  than  the  slightly  less 
white  fat  color  associated  with  Choice.   This  does  not  mean  that  everyone 
preferred  Choice  to  any  of  the  other  grades  sinee  these  were  average  ratings. 
Some  consumers  preferred  large  amounts  of  fat  while  others  preferred  a  high 
percentage  of  lean.   Some  preferred  a  bright  red  color;  others  a  dark  red. 
Also,  some  consumers  preferred  the  amounts  of  fat  consistent  with  the  Commer- 
cial grade  but  the  marbling  associated  with  Prime.   In  this  sense  results 
shown  in  the  table  could  explain,  at  least  in  part,  the  widespread  selection 
of  Choice  as  the  best  common  denominator  of  preferences  with  respect  to  all 
of  the  visual  attributes  considered. 
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Among  roasts,  the  most  popular  attribute  of  the  Choice  and  Prime  grades 
-was  color  of  fat.   The  most  attractive  feature  of  Good  grade  roasts  vas  the 
amount  of  fat  vhereas  the  color  of  lean  represented  the  most  desirable  feature 
of  the  Commercial  grade  (23,  p.  20).  For  roasts,  the  Choice  grade  did  not 
rank  highest  -with  respect  to  any  one  of  the  physical  factors  under  considera- 
tion,  Prime  accounted  for  the  highest  percentages  of  first  preference  evalu- 
ations vith  respect  to  color  of  "both  lean  and  fat  vhereas  the  Good  grade 
accounted  for  the  highest  percentages  of  all  of  the  remaining  attributes.   The 
sample  appears  to  divide  into  2  groups  vith  1  preferring  the  attributes 
associated  -with  highly  finished  Prime  grade  roast  and  the  other  preferring 
the  attributes  associated  -with  a  very  moderately  finished  Good  grade  roast. 
Choice  lies  between  these  extremes  and,  depending  upon  the  intensity  of  pref- 
erences, might  satisfy  both  groups.   That  is,  for  a  sizable  part  of  the  popu- 
lation, Choice  could  represent  the  best  common  denominator  from  among  the 
Federal  grades  disregarding  the  unlikely  possibility  that  for  most  people  a 
compromise  would  be  unacceptable. 

Consumer  Purchasing  Tests  of  Preferences 

Only  a  few  tests  have  been  made  in  which  actual  purchases  of  consumers 
were  recorded  under  rigidly  controlled  conditions  and  equal  prices.  A  pilot 
study  of  this  nature  was  made  in  Columbia,  Missouri,  early  in  1952.   Studies 
also  have  been  made  recently  in  Phoenix,  Arizona,  Spokane,  Washington,  and 
Houston,  Texas . 

Results  of  these  studies  created  additional  consternation.   They  indi- 
cated even  higher  degrees  of  preference,  as  determined  by  consumer  selections, 
for  the  Good  and  Commercial  grades  than  shown  in  the  studies  of  visual  pref- 
erences (table  k9) .   It  was  recognized,  however,  that  these  studies  were 
subject  to  most  of  the  limitations  indicated  earlier  in  connection  with  the 
visual  preference  studies. 

The  importance  of  some  of  these  studies  derives  mainly  from  the  results 
of  interviews  obtained  from  consumers  after  preparation  and  cooking  of  the 
meat  in  the  home.   These  interviews  tended  to  show  that,  despite  the  predom- 
inence  of  expressed  visual  preferences  for  the  lower  grades,  consumers  were 
as  satisfied  with  the  eating  characteristics  of  Prime  and  Choice  grades  as 
with  those  associated  with  the  leaner  grades.   In  addition,  they  introduced 
additional  subjective  sensory  factors  such  as  tenderness,  flavor,  and  aroma. 
In  the  Houston  and  Phoenix  studies,  consumers  apparently  were  about  equally 
satisfied  with  the  eating  characteristics  of  Choice,  Good,  and  Commercial 
grade  steaks,  khf    In  the  Columbia,  Missouri,  study  all  cooperators  who  bought 


kh/   In  the  Houston  study  consumers  gave  a  higher  percentage  of  "excellent" 
ratings  to  the  Good  grade  steaks  than  to  Choice  or  Commercial  grade  steaks  but 
the  percentage  of  "good"  and  "excellent"  ratings  combined,  the  2  highest 
ratings  possible,  were  highest  for  the  Choice  grade,  (l,  p.  26) 
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Table  49. — Number  of  sampling  units  and  percentage  of  cooperators  purchasing 
"beef  "by  grade  under  controlled  laboratory  or  retail  store  conditions  } 

selected  studies 


Item 

Columbia 

,  Mo.  1/ 

Phoenix, 

Ariz.  2/ 

Houston 
Tex.  3/ 

Steaks  \ 

Roasts 

Steaks 

\     Roasts 

Steaks 

Number 
65 

Number 
75 

Number 
496 

Number 
921 

Number 
88 

Percentage  purchasing 

Grades : 

Percent 

8 
21 
28 
^3 

Percent 

11 

27 
31 
32 

Percent 

29 
33 

38 

Percent 

33 
25 

42 

Percent 

26 

Good 

^3 
31 

Total, 

100 

4/101 

100 

100 

100 

1/  Lasley,  Kiehl,  Brady  (13 ) . 

2/  Campbell,  G.W.,  Consumer  Acceptance  of  Beef,  Ariz.  Agr.  Expt.  Sta. 
Rpt.  145.  Dec.  1956,  p. 3 

3/  Branson,  R.  E.,  (l,  pp.  24-2  7). 

%J   Percentages  actually  do  not  add  to  100  because  of  rounding. 


and  consumed  Prime  steaks  liked  them  and  all  but  one  who  purchased  Choice 

steaks  liked  them.  About  l6  percent  of  the  consumers  who  purchased  Good  and 

Commercial  steaks,  however,  said  that  they  did  not  like  them.  As  stated  by 

the  authors,  "this  suggests  that  those  who  purchased  the  higher  grades  tended 
to  be  better  satisfied  with  their  selection  than  those  who  purchased  the  lower 

grades.   Toughness  was  the  main  reason  given  for  not  liking  the  lower  grades" 
(13,  p.  19). 


Introduction  of  additional  sensory  factors  further  complicated  the  des- 
criptions of  consumer  preferences  for  beef.   In  a  report  of  one  of  the 
Missouri  studies  it  is  stated,  for  instance,  that  consumer  "notions"  about 
the  various  attributes  of  beef  are  "very  lightly  held  "  (13,  p.  33).  This 
was  based  on  the  observation  that  reasons  given  by  consumers  on  4  different 
occasions  for  preferring  a  particular  degree  of  a  characteristic,  such  as 
marbling,  varied  widely  over  the  4  dates  and  sometimes  had  little  relevance 
to  the  attribute  under  discussion.   The  other  sensory  factors  also  introduced 
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a  number  of  questions.  Among  these  "were  (l)  how  are  the  visual  attributes 
such  as  degree  of  finish,  age,  and  color  related,  if  at  all,  to  the  eating 
satisfactions  obtained  from  beef,  and  (2)  how  does  eating  experience  alter 
consumer  evaluations  of  visual,  physical  attributes?  These  questions,  to  date, 
have  not  been  satisfactorily  answered  but  the  research  shows  that  there  are 
several  highly  subjective  attributes  of  eating  quality  in  beef.  Moreover, 
these  several  attributes  may  not  in  all  cases  be  directly  associated  with  each 
other  or  with  carcass  grade  and  may  not  be  uniform  from  cut  to  cut  within  a 
carcass.   For  example,  both  tenderness  and  flavor  are  said  to  be  associated 
with  age  of  the  animal.   However,  flavor  probably  increases  while  tenderness 
decreases  with  age  of  animal,  all  other  things  such  as  degree  of  finish  remain- 
ing constant.   Finish  also  is  said  to  exert  some  influence  on  tenderness. 

Preference  Versus  Ignorance 

Throughout  the  studies  referred  to  thus  far,  questions  arose  concerning 
the  influence  of  lack  of  knowledge  or  inexperience  on  the  part  of  consumers  on 
the  results  obtained.   It  was  difficult  to  determine  whether  consumers  had  suf- 
ficient knowledge  to  permit  them  to  differentiate  or  whether  they  were  simply 
guessing.   The  latter  seemed  to  be  true  in  a  significant  number  of  cases. 

In  the  St.  Louis  study,  "ignorance"  was  defined  as  the  inability  to  iden- 
tify visually  the  grade  that  best  satisfies  eating  preference.   Cooperators  in 
this  study  were  given  an  opportunity  to  select  the  same  grade  twice  (23,  pp.  39-^-0 ) 
Of  1^1  consumers  who  selected  1  of  the  3  lower  grades  in  the  first  display,  only 
60,  or  k2.6   percent  of  the  group,  selected  the  same  grade  again  in  the  second 
display.   This  percentage  implies  a  rather  high  percentage  of  "uninformed" 
respondents,  since  33  percent  might  have  been  expected  to  select  the  same  grade 
twice  purely  through  chance.   However,  cooperators  originally  selecting  one  of 
the  higher  grades  were,  on  the  average,  more  successful  in  duplicating  their 
original  selection. 

The  beef  grading  system  presently  is  based  on  certain  visual  attributes 
such  as  finish,  conformation,  and  marbling,  which  are  thought  to  be  indicators 
of  eating  quality,  k^/   Little,  however,  is  actually  known  concerning  relation- 
ships between  these  attributes  and  eating  satisfactions.   The  consumer  studies 
just  described  broadened  the  researchers'  basic  understanding  of  the  associa- 
tions, but  they  pointed  to  the  need  for  more  additional  research. 

It  is  widely  recognized  that  consumer  preferences  are  inevitably  tied 
to  knowledge  and  experience.  A  housewife,  for  instance,  may  be  accustomed 
to  buying  beef  at  a  retail  store  where  only  1  grade  is  available.  Knowing 
that  the  store  handles  1  grade  only,  she  may  not  concern  herself  with  the 
entire  range  of  quality  in  beef.   She  may  accustom  herself  under  these 
conditions  to  selection  within  the  grade  for  leaness  or  a  color  that  happens 
to  strike  her  fancy.   Then,  suppose  she  is  presented  with  an  experimental 
display  of  steaks  ranging  from  Prime  to  Commercial.   Drawing  upon  her 

k-5/   As  pointed  out  in  the  Appendix  discussion,  finish  is  taken  into 
consideration  in  the  grade  standards  only  indirectly.   Maturity,  conformation 
and  marbling  are  more  directly  considered. 
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experience  she  may,  under  these  circumstances,  select  for  leanness  to  the 
exclusion  of  other  physical  attributes  and,  if  so,  she  probahly  would  select 
Commercial. 

Preference,  as  defined  earlier,  refers  to  choice  or  the  ordering  of  choices 
among  2  or  more  alternative  products.  k6/     Both  the  processes  of  choosing  and 
of  ordering  choices  intelligently,  or  in  the  best  interests  of  the  consumer 
himself,  require  knowledge.   Therefore,  it  appears  doubtful  that  some  of  the 
beef  preference  studies  actually  revealed  "preferences"  of  many  consumer  res- 
pondents.  In  many  instances,  respondents  appeared  to  have  been  unaware  of  the 
existence  in  beef  of  "2  or  more  alternative  products." 

It  is  doubtful  that,  prior  to  the  interviews,  many  of  the  respondents 
actually  had  considered  color,  amount  of  bone,  marbling,  or  even  finish  in  beef, 
to  say  nothing  of  the  relationships  between  these  factors  and  tenderness  or 
general  eating  satisif action. 

Taste  Testing  Experiments  Involving  Laboratory  and  Consumer  Panels 

After  completion  of  a  visual  preference  study,  researchers  at  the  Missouri 
Experiement  Station  concluded  that  "eating  or  sensory  preferences"  must  be 
determined  (ll,  p.  1337)*   Two  studies  were  designed  as  initial  approaches 
toward  solution  of  this  problem.   One  study  was  conducted  under  laboratory 
conditions  while  the  other  involved  a  household  panel  of  266  consumers. 

It  was  assumed  that  in  an  "ideal"  grading  system  all  "likes"  should  be 
classified  together  in  individual  grades  and  that  all  "unlikes"  should  be 
separated  into  different  grades.  WjJ     The  research ,  accordingly  was  designed 
to  determine  the  extent  of  heterogeneity  within  and  among  the  Federal  grades 
for  beef.  But,  as  previous  work  had  suggested  and  as  the  results  of  these  studies 
showed,  these  prerequisites  constituted  a  rather  large  order  for  any  grade 
standard  which  attempts  to  segment  a  continuous  range  of  variation  or  hetero- 
geneity (k,    p.  22). 

46/  See  footnote  kO,   p.  1*1-3. 

Wf/   Specifically,  it  was  assumed  that  in  an  "ideal"  grading  system  all 
units  within  a  grade  (l)  actually  are  homogeneous  in  characteristics  being 
tested  and  therefore,  all  such  units  should  have  the  same  value  for  any  given 
consumer;  (2)  should  be  discernibly  different  from  any  units  in  any  of  the 
other  grades  and  therefore,  any  unit  in  1  grade  should  have  a  value  different 
from  any  unit  in  another  grade  to  any  given  consumer;  and  (3)  these  conditions 
should  be  true  for  most  consumers  although  not  necessarily  for  all. 
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The  laboratory  panel 

This  study  was  designed  to  determine,  under  closely  controlled  laboratory 
conditions  whether  or  not  taste  testers  could  differentiate  among  steak  samples 
of  nonadjacent  grades  better  than  they  could  differentiate  among  samples  of 
the  same  grade  (2h) .    kS/     The  testing  vas  accomplished  by  a  panel  of  6  experi- 
enced tasters  and  6  inexperienced  students.   Loins  from  80  carcasses,  20  in 
the  lover  third  of  each  of  the  four  Federal  grades,  vere  used.   The  trio  com- 
parison vas  employed,  that  is,  tvo  samples  from  one  loin  and  a  third  sample 
from  another  loin  selected  at  random  vere  presented  to  panel  members.   For 
vithin  grade  comparisons  the  third  sample  vas  selected  from  the  loin  of  another 
carcass  of  the  same  grade  vhile  for  between  grade  comparisons  the  third  sample 
vas  chosen  from  the  loin  of  a  nonadjoining  carcass  grade.   Panelists  vere  asked 
to  taste  the  samples  and  discriminate  by  pointing  out  the  odd  sample. 

Principal  results  of  the  experiment,  as  related  to  objectives  of  this 
study, are  shown  in  table  50  and  summarized  below: 

1.  Aggregate  results  indicated  that  testers  were  about  equally  success- 
ful in  differentiating  within  grades  as  between  nonadjacent  grades.   The 
between  nonadjacent  grade  percentages  averaged  only  about  K   percent 
greater  than  the  within  grade  percentages.   The  inexperienced  panel, 
however,  was  more  successful  at  distinguishing  between  grades  than  the 
experienced  panel. 

2.  The  results  indicated  much  overlapping  of  eating  characteristics 
among  the  grades  and  that,  in  general,  eating  characteristics  of  the 
loins  tested  were  not  closely  related  to  grade. 

3.  The  Commercial  grade  appeared  to  be  much  more  heterogeneous  than 
any  of  the  other  grades  despite  the  fact  that  the  loin  selections  were 
restricted  to  the  lower  third  of  carcass  grades.   Results  of  the 
experienced  panel  and  the  aggregate  results  indicated  that  Choice  was 
more  homogeneous  than  the  other  grades. 

h.      Results  of  some  particular  comparisons  pointed  to  greater  differences 
between  than  within  grades.   For  instance,  the  degree  of  differentiation 
for  the  inexperienced  panel  was  significantly  greater  between  Prime  and 
Good  than  within  either  of  these  grades.   In  addition,  testers  were  more 
successful  in  differentiating  between  the  Choice  and  Commercial  grades 
than  in  differentiating  among  samples  within  the  Choice  grade.  Although 
this  difference  was  not  statistically  significant,  the  between  grade 
results  may  have  been  influenced  by  the  relatively  high  degree  of  heter- 
ogeneity in  the  Commercial  grade. 

Consideration  of  shear  tests  which  were  made  of  the  loins  also  leads  to 
some  modification  of  conclusions  derived  from  panel  results.  Although 
small,  the  shear  results  showed  the  significant  influence  of  grading. 
Significantly  less  pounds  were  required  to  shear  a  core  of  cooked  Prime 
than  of  the  other  grades.   However,  significant  differences  in  shear 
values  were  found  within  the  Choice  grade. 

k-Q/   "Nonadjacent"  grades  are  grades,  such  as  Prime  and  Good,  separated 
by  a  grade,  such  as  Choice. 
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Table  50. --Percentage  of  successful  discriminations  by  grade  groups, 
"by  experienced  and  inexperienced  judges,  and  a  number  of  "significant" 
discriminations  between  loin  steak  pairs  as  compared  "with  the 

"ideal"  ratios  1/  ' 


Successful 
and 

discriminations  between 
■within  grades  2/ 

!   "Ideal" 

Grade  comparisons 

Experienced 
judges 

[ Inexperienced 
\       judges 

\   Aggregate 
!   results 

.  percentage 

;     1/ 

Within  grades: 

:   Percent 

:    45-25 
42.45 
50.00 
56.1+8 

Percent 

53.45 
46.61 

44.55 
60.00 

Percent 

50.87 
44.64 
47.25 
52.26 

Percent 

33-3 
33-3 
33.3 
33.3 

Commercial-Commercial 

Aggregate  results. 

^9.31 

51.10 

50.22 

33-3 

Nonadjacent  grades: 

49.00 
49.10 

66.07 
51.98 

57-68 
50.56 

100.0 

Choice-Commercial  . . . 

100.0 

Aggregate  results. 

49.10 

59.03 

54.12 

100.0 

l/  Rhodes,  Kiehl,  Wilson,  and  others  (24). 

2/  A  "successful  discrimination"  consists  of  picking  the  odd  sample  from 
a  trio  of  samples.  With  respect  to  "within  grade  comparisons  this  means 
picking  the  odd  sample  from  a  trio  consisting  of  2  samples  from  adjoining 
steaks  of  an  animal  of  a  particular  grade  and  1  sample  from  a  similar  steak 
of  an  animal  of  the  same  grade. 

3/  The  ideal  percentage  for  the  "within  grade  comparison  assumes  that  there 
"were  no  actual  differences  in  the  trios  of  samples  and  that,  therefore,  each 
should  have  been  selected  as  "odd"  in  one-third  of  the  tests.   The  ideal 
percentage  for  the  nonadjacent  grade  comparisons  assumes  that  the  "odd" 
sample  actually  was  different  and  should  have  been  consistently  selected  in 
each  test. 

Authors  of  the  publication  in  which  this  study  was  reported  caution  the 
reader  concerning  interpretations  of  results  (24,  p.  39).   They  emphasize 
that  meat  samples  only  from  the  short  loin  were  used.   In  addition,  the 
samples  were  cooked  to  medium-well-done;  differentiation  might  have  been 
easier  if  the  steaks  had  been  cooked  to  rare.  Also,  rather  small  samples 
were  given  to  the  testers.   Finally,  the  number  of  carcasses  used  in  the 
experiment  was  small  and  hardly  a  random  sample  of  any  general  carcass 
population,, 
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The  Household  Panel  kqj 

A  household  panel  study  was  developed  at  the  Missouri  Experiment  Station 
to  overcome  2  particular  shortcomings  of  earlier  research  on  consumer  pref- 
erences for  beef.   The  first  was  the  judging  of  "acceptability"  by  "experts" 
rather  than  consumers  and  the  second  vas  the  fragmentary  and  small  numbers 
nature  of  earlier  work. 

In  this  study,  each  of  266  households  accepted  a  pair  of  frozen  loin 
steaks,  without  cost,  twice  a  week  for  3  weeks.   Panel  members  rated  both 
steaks,  after  cooking  and  eating,  on  a  9-point  descriptive  acceptability  rating 
scale.   5£/  In  addition,  they  indicated  a  preference  or  no  preference  between 
the  steaks. 

It  was  concluded,  "....that  the  household  panel  found  the  Choice  grade  to 
be  more  homogeneous  than  was  found  by  the  laboratory  panel.   The  eating  pref- 
erence patterns  contradict  the  visual  preferences  found  by  many  researchers, 
including  ourselves.   Many  visual  preferences  have  been  for  the  leaner  grades 
at  equal  prices  or  even  with  some  price  differential  against  the  leaner  grade. 
Eating  preferences  were  very  rarely  for  the  leaner  grades.  ...  No  loins  of  a 
leaner  grade  were  preferred  to  loins  of  a  fatter  grade  at  equal  prices". 
(11,  p.  13^0). 

Consumer  preferences  in  this  study  were  related  quite  definitely  to  grade. 
In  comparing  the  eating  characteristics  of  Standard  and  Choice  grade  samples, 
about  82  percent  of  the  consumers  preferred  Choice.  About  73  percent  chose 
Prime  in  the  Good-Prime  eating  comparisons.   Preferences  between  2  samples  of 
Choice  were  about  evenly  divided  (22). 

Consumers  were  not  highly  consistent  in  their  preferences,  however,  from 
one  trial  to  the  next  (22) .  For  instance,  k-5   percent  switched  preferences 
between  Good  and  Prime  in  the  second  test  involving  these  2  grades.   This 
tended  to  reduce  the  reliability  of  the  results  and  to  point  again  to  over- 
lapping of  eating  characteristics  among  the  grades.   The  higher  percentage 
of  inconsistent  results  in  replicate  trials  involving  Choice-Choice  comparisons, 
however,  was  evidence  of  more  homogeneity  within  the  Choice  grade  than  between 
nonadjacent  grades.  51/ 

517  Described  In  (21)  and  (22). 

50/  This  was  the  hedonic  scale,  developed  by  the  Quartermaster 
researchers,  consisting  of  numbers  ranging  from  1  to  9,    each  of  which  was 
associated  with  descriptive  terms  such  as  "like  extremely"  and  "dislike 
extremely"  (fig.  h) . 

51/  Consistent  results  in  this  case,  as  in  the  others,  would  have  meant 
that  taste  testers  consistently  preferred  one  sample  and  that,  therefore,  they 
were  significantly  different.   This  would  have  indicated  heterogeneity  in  the 
grade. 
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Figure  4 


The  range  of  general  average  acceptability  (desirability)  ratings  of  21 
pairs  of  loins  in  each  of  k   grades  is  illustrated  in  figure  k   (19  )  and  (21  p.^-) 
With  acceptability  or  desirability  ranging  from  low  at  the  bottom  to  hign~at 
the  top,  a  long  vertical  bar,  such  as  shown  for  the  Standard  grade,  indicates 
that  samples  of  this  grade  were  much  more  acceptable  to  some  consumers  than 
to  others.  A  short  vertical  bar,  such  as  shown  for  Prime,  indicates  that, 
at  the  level  shown,  all  samples  of  the  grade  were  more  or  less  uniformly 
acceptable  to  consumers.   The  longer  the  bar,  in  other  words,  the  greater 
is  the  indicated  degree  of  within  grade  heterogeneity.   Thus,  it  is  immedi- 
ately apparent  that  (l)  the  Standard  grade  (formerly  Commercial)  is  the  most 
heterogeneous  of  the  k   grades,  and  (2)  the  degree  of  heterogeneity  decreases 
with  increases  in  the  grade  level. 

More  important,  perhaps,  than  the  relative  heterogeneity  of  the  grades  is 
the  area  of  overlap  among  grades  in  general  acceptability.  The  area  of  over- 
lap is  particularly  great  between  Prime  and  Choice.   The  dotted  line  connect- 
ing the  top  of  the  ranges  is  virtually  flat,  whereas  the  bottom  line  slopes 
downward.   This  means  that  some  loins  of  Choice,  Good, and  of  Standard  were 
fully  as  acceptable  as  virtually  any  Prime  loins.   It  means  also,  however, 


-  156  - 

that  all  Prime  and  Choice  loins  were  more  acceptable  than  some  Good  and 
Standard  loins.   In  short,  as  reported  by  one  researcher,  "The  simple  fact 
is  that  adjoining  grades  so  overlap  that  preference  results  can  be  greatly 
affected  by  chance  pairings" ( 19,  p.  52  ) . 

It  was  further  demonstrated  that  (l)  shear  and  general  acceptability 
were  highly  correlated,  and  (2)  shear  and  grade  were  "fairly  independent" 
(19,  p.  55)«   This  suggests  that  use  of  both  grade  and  shear  would  probably 
increase  the  probability  of  carcass  acceptability.   Prediction  of  acceptability 
would  be  aided  most  in  the  leaner  grades  where  shears  varied  most  widely.  Many 
difficulties  would  be  encountered,  however,  in  attempting  to  incorporate  shear 
tests  into  the  grade  standards.  Variations  in  the  force  required  to  cut  or 
shear  beef,  for  instance,  tend  to  increase  with  the  age  of  beef  animals.   In 
addition,  no  practicable  method  has  been  devised  to  rapidly  measure  shear  under 
every  day  operating  conditions  in  packing  plants. 

Concluding  Remarks 

The  results  obtained  in  the  most  recent  consumer  preference  studies 
appear  to  be  consistent  in  a  general  way  with  findings  reported  on  in  earlier 
chapters.  Chain  retailers,  for  instance,  appeared  to  believe  that  more  repeat 
sales  and  fewer  consumer  complaints  resulted  from  a  policy  of  handling  only 
beef  in  the  Choice  grade  than  from  any  alternative  policy.  A  number  of  the 
research  results  make  this  belief  appear  reasonable  and  plausible.  For 
instance,  the  grade  standards  theoretically  provide,  as  shown  in  the  Appendix, 
for  more  homogeneity  in  the  higher  grades  with  respect  to  factors  such  as 
marbling  and  texture  which  affect  quality  as  definied  by  the  standards. 
Preference  studies  also  seem  to  indicate  that  these  grades  also  are  more 
homogeneous  with  respect  to  factors  affecting  quality  as  defined  by  consumers. 
52/  It  was  shown  that:  (l)  A  wide  variety  of  visual  and  other  sensory  charac- 
teristics of  beef  are  important  to  consumers;  (2)  in  balancing  one  visual 
factor,  such  as  leaness,  against  another,  such  as  marbling  or  color  of  fat, 
Choice  easily  could  represent  for  a  substantial  number  of  consumers,  the  best 
common  denominator  from  among  alternatives  available;  (3)  consumers  in  eating 
trials  tend  to  prefer  the  fatter  grades,  Prime  and  Choice,  to  other  grades; 
(h)   the  Prime  and  Choice  grades,  as  determined  from  tasting  and  eating  trials, 
are  more  homogeneous  with  respect  to  acceptability  and  sensory  factors  than 
other  grades. 


These  results  mean,  if  they  are  substantiated  in  future  research,  that 
for  many,  and  perhaps  most  consumers,  Choice  represents  a  satisfactory  level 
of  quality  and  offers  a  higher  degree  of  repeatability  with  respect  to  eating 
experience  than  lower  grades.   In  addition,  the  research  indicated  that  con- 
sumer preferences  are  held  "rather  lightly. "   They  could,  therefore,  probably 
be  influenced  readily  by  advertising  of  retailers  or  others. 


52/  It  should  be  recognized,  however,  that  relationships  between  visual 
indicators  mentioned  in  the  standards  and  eating  satisfaction  are  not  known. 
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The  preference  research  also  pointed  to  a  high  degree  of  overlapping 
among  the  grades  in  eating  characteristics.   This  may  mean  that,  actually, 
quality  in  beef  is  not  1  dimensional,  as  assumed  in  the  first  preference 
studies  or  2  dimensional,  as  assumed  in  the  more  recent  studies,  but  3*  ^t 
or  more  dimensional.   In  view  of  this,  it  seems  unreasonable  to  expect  any 
grading  system  for  beef  to  classify  all  "likes"  together  .and  all  "unlikes" 
separately  except  perhaps  for  one  particular  consumer.   The  most  that  can  be 
expected  by  any  grading  system  for  beef,  it  appears,  is  (l)  "that  the 
heterogeneity  within  grades  is  less  than  the  heterogeneity  of  the  total  supply' 
(4,  p.  1*0,  and  (2)  that  with  an  arbitrary  but  relatively  small  number  of 
grades  in  mind,  the  within-grade  variation  is  minimized. 

The  Federal  grades  as  presently  established  appear  to  meet  the  first  of 
these  requirements.   To  accomplish  the  second,  much  more  research  may  be 
required.   In  view  of  the  variability  of  research  results,  changes  in  the 
grade  standards  probably  should  be  made  only  after  numerous  verifications  of 
results. 

Specifically,  more  research  is  needed  (l)  to  determine  with  confidence 
the  visual  and  other  sensory  attributes  of  "acceptability"  and  relationships 
among  these  attributes;  (2)  to  determine  relationships  between  acceptability 
on  the  one  hand,  and  finish,  marbling,  and  conformation  (grade)  or  other 
factors  such  as  age,  maturity,  or  aging  (of  meat)  on  the  other;  (3)  to 
determine  interrelationships  among  shear,  grade,  and  acceptability;  and 
finally,  (k)   to  verify  the  results,  carefully  draw  implications  with  respect 
to  grading,  and  suggest  practicable  means  of  grade  measurement  for  use  under 
everyday  operating  conditions. 
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IX.   GENERAL  CONCLUSIONS  AND  IMPLICATIONS 

In  this  final  chapter  an  attempt  is  made  to  draw  together  and  integrate 
findings  presented  earlier  on  the  economic  effects  of  Federal  grades  for 
beef .  53/  Accordingly,  the  discussion  deals  primarily  with  conclusions  and 
implications  which  relate  to  the  sample  as  a  whole  and  to  the  basic  purposes 
and  objectives  of  this  report. 

Economic  effects  to  which  attention  has  been  drawn  are  many,  varied,  and 
interrelated.  Consequently,  in  order  to  prescribe  limits  and  to  orient  the 
discussion  these  were  grouped  for  consideration  at  this  point  into  effect  on 
(l)  consumption  and  preferences  of  consumers,  (2)  organization  and  structure 
of  the  livestock  and  meat  industry,  and  competition  among  firms  in  the  indus- 
try, (3)  pricing  efficiency,  (h)   operational  efficiency  and  intrafirm  economic 
relationships  of  firms  in  the  market,  and  (5)  effects  on  producers.  Analysis 
of  these  groups  of  effects  will  be  preceded  by  a  discussion  of  general  policies 
and  attitudes  on  grading. 

One  of  the  primary  conclusions  which  must  be  drawn  from  the  findings 
presented  is  that  Federal  grading  of  beef  has  been  functioning  in  a  dynamic 
industry  wherein  many  factors  have  been  at  work  to  effect  changes.  With  few 
exceptions,  therefore,  the  Federal  grading  system  for  beef  has  not  been  the 
sole  influence  involved  but  rather  it  has  been  one  of  a  number  of  factors  in 
a  generally  changing  scene  and  should  not  be  emphasized  out  of  proportion  to 
other  important  influences. 

General  Policies  and  Attitudes  on  Grades  and  Grading 

Economic  effects  of  an  institutional  system  such  as  uniform  grades  and 
grading,  as  pointed  out  earlier  are  expressed  through  the  policies,  de- 
cisions, and  actions  of  firms  operating  in  the  market.  For  this  reason  con- 
siderable attention  was  given  to  the  policies  and  policy  decisions  of  various 
types  of  firms . 

General  Policies  on  Grading 

Nearly  all  firms  interviewed,  it  was  found,  had  had  an  opportunity  with- 
in the  preceding  10  to  15  years  to  determine  whether  they  would  handle, 
primarily,  federally  graded,  private  branded,  or  ungraded  beef  or  some  combi- 
nation thereof.  Table  51  shows  the  general  nature  of  the  results  of  these 
decisions.  In  each  major  respondent  category,  except  national  packers, 
69  percent  or  more  of  the  block  beef  handled  in  1955  was  stamped  with  U.  S. 
grades. 

The  policies  of  2  groups,  the  national  packers  and  the  retail  food 
chains,  were  most  clearly  discernible  and  among  firms  within  each  group  the 
prevailing  policy  was  held  more  or  less  uniformly.  Policies  of  these  2  groups, 


53/  Variations  and  exceptions  to  general  conclusions  can  be  found  in  the 
appropriate  chapters  elsewhere  in  the  text. 
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Table  51 • — Number  of  firms  reporting  and  percentage  of  block  beef  sold 
federally  graded,  packer  branded,  and  ungraded,  by  type  of  respondent,  1955 


Firms 

Type  of  grading 

Type  of  firm 

U.  S.   ;  Packer  |  Ungraded 
graded  \     graded  [ 

Total 

Number   Percent   Percent   Percent   Percent 

:     6      27       50       23      100 
1+2      77        2       21      100 
53      78        1       21      100 
32       85        2       13       100 
21      75       2/      25      100 
183       69       18       13       100 
28      qii.       q             ion 

Independent  wholesalers  , 

Independent  retailers  . . . 

1/  Averages  for  national  packers  based  upon  only  a  few  specific  plants. 
2/  Less  than  0.5  percent. 

however,  were  in  rather  direct  opposition  to  each  other.  The  policy  of 
national  packers,  essentially,  was  to  sell  and  to  promote  the  sale  of  beef 
under  their  packer  brands  whenever  and  wherever  possible  and  to  sell  federally 
graded  beef  only  upon  request.  In  contrast,  chains  generally  had  an  announced 
policy  of  buying  and  handling  federally  graded  beef.  Much  of  the  controversy 
associated  with  Federal  grading,  consequently,  appears  to  stem  from  these 
opposing  policy  positions. 

Policies  of  respondents  were  further  revealed  by  their  preferences  or 
attitudes  on  grading  (table  52).  Most  national  packers  favored  the  dis- 
continuance of  Federal  grading.  Although  attitudes  of  independent  packers 
were  mixed,  most  favored  U.  S.  grading  of  beef  in  some  form.  Those  most 
consistently  in  favor  of  Federal  grading  were  the  larger  shipper-type  packers 
selling  high  percentages  of  their  beef  to  retail  chains  and  other  large  volume 
accounts.  Those  opposed  often  were  old  firms,  small-volume  or  local  type 
packers,  or  firms  located  in  deficit  areas  of  meat  production. 

More  than  four-fifths  of  the  independent  wholesalers  interviewed  favored 
retention  of  the  principle  of  Federal  grading  and  35  percent,  jobbers  for  the 
most  part,  favored  a  compulsory  system  of  uniform  grading.  Most  of  the 
breakers,  many  of  whom  specialize  in  ungraded  carcasses  for  breaking  and  grad- 
ing in  the  form  of  cuts,  favored  the  present  voluntary  system. 

Nearly  all  independent  retailers,  even  those  handling  primarily  packer 
branded  beef,  favored  either  the  present  voluntary  system  of  Federal  grading 
or  100  percent  compulsory  Federal  grading.  A  number  of  independent  retailers 
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and  'wholesalers  as  well  as  a  few  independent  packers  expressed  surprise  that 
at  the  time  of  the  interview  there  remained  any  question  concerning  the  use- 
fulness and  desirability  of  uniform  Federal  grade  standards. 

No  chain  respondent  advocated  the  elimination  of  Federal  grade  standards 
More  than  four-fifths  of  those  interviewed  favored  either  the  present  arrange- 
ment or  a  system  of  compulsory  Federal  grading  hut  one  national  chain,  known 
to  handle  little  if  any  Federally  graded  beef,  did  not  cooperate  fully  in  the 
study.  Including  volume  estimates  on  this  chain,  therefore,  would  have 
materially  altered  the  percentage  distributions  for  chains  by  type  of  grading, 
In  addition,  a  number  of  chains,  as  well  as  a  few  respondents  in  each  of  the 
other  groups,  advocated  specific  changes  in  the  system.  These  respondents 
believed,  for  the  most  part,  that  U.  S.  grades  were  useful  but  could  be  made 
even  more  useful. 

Policies  on  Grades  Handled 

At  all  levels  of  the  trade,  higher  percentages  of  the  beef  equivalent  in 
quality  to  Prime,  Choice,  and  Good  than  of  other  beef  were  sold  federally 
graded.  The  frequency  of  grading  below  the  equivalent  of  grade  Good  dropped 
off  sharply.  Most  of  the  federally  graded  product  handled  by  each  respondent 
group,  national  packers  included,  was  U.  S.  Choice  (table  53) •  5  V  This  was 
particularly  true  of  the  food  chains.  Relatively  large  quantities  of  U.  S. 
Prime  and  Choice  were  sold  by  packers  to  jobbers  and  breakers.  Much  of  the 
Prime  and  some  Choice  was  resold  by  breakers  to  jobbers.  Thus,  it  appears 
that  many  restaurants  and  other  dining  establishments  insisted  upon  federally 
graded  beef  and,  judging  from  the  type  of  beef  handled  by  jobbers,  most  of 
these  concentrated  on  the  U.  S.  Prime  and  Choice  grades.  Considerable  quanti- 
ties of  U.  S.  Good  were  sold  by  packers,  both  national  and  independent, 
to  independent  retailers  and  to  a  variety  of  other  buyers. 

The  predominance  of  the  Choice  grade  throughout  the  marketing  system 
appears  to  stem  directly  from  established  policies  of  retailers,  chains 
particularly,  and  dining  establishments.  To  a  large  extent,  also,  policies 
at  the  retail  level  appeared  responsible  for  the  widespread  practice  of 
Federal  grading.  The  chains  and  independent  retailers,  in  turn,  pointed  to 
consumers,  but  customer  insistence  appears  to  have  been  less  of  a  factor  in 
the  determination  of  policies  at  retail  than  at  other  levels  in  the  meat 
wholesaling  industry.  Data  indicate  that  consumers  had  relatively  little 
knowledge  of  the  Federal  grade  names  or  their  meaning.  Thus,  the  retailer 
is  the  key  to  the  pattern  of  use  by  type  of  grading  and  among  the  Federal 
grades. 

Policies  and  Practices  Affecting  Within  Grade  Selections 

Most  respondents  at  each  level  of  the  trade  recognized  quality  differ- 
ences within  Federal  grades.  The  grading  policies  and  practices  of  packers 
differed  among  portions  of  specific  grades.  Although  most  chains  handled 


5  V  This  does  not  show  up  in  table  53  for  national  packers  for  the  reason 
given  in  footnote  1  of  the  table. 
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U.  S.  Choice  they  differed  sharply  in  what  they  considered  to  be  the  best  kind 
of  Choice  to  sell.  Factors  other  than  those  considered  in  the  Federal  grade 
standards  also  were  important  to  virtually  all  respondents.  These  factors 
included  sex  and  weight  of  animal  or  carcass,  type  of  feed,  color  of  fat  and 
lean,  and  indications  of  trimming  waste.  Generally  speaking,  however,  the 
respondents  looked  to  the  grade  standards  for  assurances  of  meat  quality  and 
to  these  other  factors  for  economizing  in  terms  of  increasing  yields  and  re- 
ducing waste. 

Both  national  and  independent  packers  tended  to  have  all  within-grade 
qualities  of  Prime  federally  graded.  The  reason  for  this  is  that  most  of  the 
Prime  quality  beef  eventually  finds  its  way  to  dining  establishments  and  the 
meat  buyers  for  these  establishments  appear  to  rely  heavily  upon  the  official 
grade  stamps  for  assurances  of  quality.  High  percentages  of  "top"  Choice, 
"top"  Good,  and  "top"  Commercial  (or  Standard),  on  the  other  hand,  were  rolled 
by  national  packers  with  their  packer  brands  or  sold  ungraded.  Independent 
packers  tended  to  use  the  U.  S.  Grade  stamp  on  all  Choice  but  sold  relatively 
high  percentages  of  "top"  Good  ungraded. 

Bases  of  Policies 

Policies  usually  are  established  by  firms  in  accordance  with  their 
recognized  net  income  and  profit  interests.  Policies  on  grading  were  no 
exception.  National  packers  were  opposed  to  use  of  U.  S.  grades  primarily 
because  they  believed  that  in  the  absence  of  official  grade  standards  their 
sales  opportunities  and  hence  their  profits  would  be  increased.  Federal 
grading,  they  said,  lessened  customer  loyalty  and  made  the  advertising  of 
packer  brands  a  far  less  remunerative  proposition  than  it  otherwise  might  have 
been.  Also,  the  Federal  grades  were  providing  the  independent  packers  an 
opportunity  to  compete  with  them  on  more  even  terms.  They  pointed  out  that 
in  the  absence  of  any  Federal  grade  or  quality  standards  many  firms  in  many 
other  industries  do  a  fine  job  of  quality  control  and  factory  inspection. 

The  fact  that  the  majority  of  respondents  in  all  other  trade  groups 
endorsed  Federal  grading  is  strong  evidence  that  the  official  grade  standards 
generally  were  not  having  depressing  effects  on  their  sales  and  net  incomes. 
Independent  packers  and  wholesalers  stated  repeatedly  that  they  handled  beef 
rolled  with  U.  S.  grades  primarily  because  their  customers — chains,  independent 
retailers,  and  dining  establishments — demanded  such  beef.   It  was  for  this 
reason  that  national  packers,  despite  their  policies,  sold  considerable  quan- 
tities of  the  U.  S.  graded  product.  Independent  packers  and  wholesalers 
indicated  generally  that  they  had  found  the  official  standards  useful  in  buying 
and  even  more  useful  in  selling. 

The  food  chains  and  many  of  the  independent  retailers  favored  Federal 
grading  on  beef  primarily  because  the  official  grade  standards  aided  them  in 
obtaining  qualities  that  were  relatively  consistent  over  time  and  among  stores. 
This  was  important  to  retailers  from  the  standpoint  of  drawing  customers  to 
stores  and  thereby  increasing  sales  of  all  meat  and  grocery  items.   Thus,  in 
one  sense,  the  question  of  Federal  grades  versus  private  brands  narrows  down 
to  the  relative  consistency  and  reliability  of  the  2  as  viewed  by  the  retailer. 
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The  retailers  also  indicated,  however,  that  the  Federal  grades  (l)  provided 
them  with  access  to  the  merchandising  advantages  of  the  word  "Choice,"  (2) 
aided  them  materially  in  buying,  and  (3)  broadened  the  supply  base  in  terms  of 
the  number,  variety,  and  locations  of  suppliers  and,  thus,  aided  in  avoiding 
dependence  on  a  few  particular  packers. 

Retailers  apparently  had  found  from  experience  that  maintenance  of  con- 
sistent quality  standards  were  helpful  in  stimulating  repeat  sales.  They  found 
it  was  practicable  under  most  circumstances  to  handle  and  merchandise  no  more 
than  one  grade  or  quality  range  within  individual  stores.  The  Choice  grade, 
under  these  circumstances  and  in  view  of  their  income  and  profit  interests, 
represented  the  best  compromise  from  among  all  of  the  grades.  The  Choice  grade, 
they  said,  (l)  provided  them  with  a  good  word  to  merchandise,  (2)  was  insisted 
on  by  many  consumers,  (3)  permitted  them  to  carry  one  quality  in  all  stores, 
(k)   included  carcasses  that  represented  a  good  compromise  between  eating  qual- 
ity, and  trimming  loss,  (5)  could  be  aged,  and  (6)  was  ordinarily  in  plentiful 
supply.  It  is  undoubtedly  true  that  after  1950  some  chains  adopted  a  policy 
of  handling  federally  graded  beef  or  increased  their  use  of  this  beef  primarily 
to  secure  advantages  inherent  in  the  word  "Choice."  It  is  also  true  that  the 
Choice  grade  provided  chains  with  numerous  additional  advantages,  and  that  most 
of  them  had  established  their  policies  on  grading  before  1950  when  the  present 
U.  S.  Choice  grade  carried  the  U.  S.  Good  grade  designation.  Hence,  advantages 
other  than  those  of  the  word  "Choice"  were  more  important  to  most  chains  in  the 
establishment  of  their  policies. 

The  policies  of  chains  and  large  volume  independent  retailers,  nevertheless, 
are  responsible,  to  a  large  extent,  for  the  predominance  of  the  Choice  grade  as 
well  as  for  the  widespread  practice  of  Federal  grading.  This  introduces  the 
important  question  of  the  extent  to  which  policies  and  practices  at  the  retail 
level,  and  among  the  retail  chains  particularly,  reflect  desires  and  preferences 
of  consumers. 


Effects  on  Consumption  Patterns  and 

Consumer  Preferences 

Total  Beef  Consumption 

No  data  were  presented  from  which  clear  cut  conclusions  concerning  the 
effects  of  Federal  grading  on  total  beef  consumption  can  be  drawn.  Total  con- 
sumption of  beef  per  capita  increased  from  6l  pounds  in  19k6   to  8l  pounds  in 
1955*  Per  capita  expenditures  on  beef,  in  constant  dollars,  also  increased. 
However,  these  increases  probably  resulted  mainly  from  an  increased  level  of 
production  and  increases  in  real  incomes  of  consumers.  Per  capita  consumption 
of  beef,  on  the  other  hand,  has  increased  in  recent  years  relative  to  pork. 

It  is  possible,  nevertheless,  that  the  Federal  grading  of  beef  has  had  at 
least  some  positive  influence  on  the  demand  for  beef.  Indirectly,  through 
influencing  production,  it  could  have  had  some  effect  on  total  beef  consumption, 
Effects  of  grading  on  distribution  among  alternative  outlets  also  might  have 
affected  the  consumption  of  beef.  One  of  the  principal  functions  of  grades  is 
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to  channel  each  unit  of  a  commodity  into  its  highest  valued  use,  that  is, 
into  the  form  and  use  for  which  it  is  best  suited.   The  Federal  grades  for  heef 
appear  to  have  contributed  to  the  effectiveness  and  precision  of  this  channel- 
ing and  distributing  process.   The  Prime  grade,  for  instance,  is  channeled 
into  high  valued  use  in  the  restaurant  trade;  Choice  is  sold  predominately  by 
retailers  in  medium  and  high  income  areas;  the  Good  and  Standard  grades  are 
sold  principally  to  retailers  in  low  and  medium  income  areas  and  to  highly 
price-conscious  customers  while  the  remaining  grades  are  directed  primarily 
to  processors  and  manufacturers  of  prepared  meats.   In  addition,  certain 
changes,  attributable  to  Federal  grading  and  dealt  with  later  in  more  detail, 
may  have  led  to  cost  savings  in  the  procurement  and  distribution  of  beef.   Some 
technological  developments  in  beef  production  made  possible  partly  by  grading, 
also  may  have  resulted  in  cost  savings.   Furthermore,  the  policies  and  practices 
of  retailers,  in  which  Federal  grading  has  played  an  important  role,  appear  to 
have  contributed  to  an  upgrading  of  the  beef  diet  of  many  consumers.   In  com- 
bination, these  factors  over  a  period  of  time  would  have  a  tendency  to  increase 
consumer  demand  for  beef,  to  stimulate  beef  production,  and  to  increase  total 
beef  consumption. 

Consumption  Patterns.  Among  Grades  and  Consumer  Preferences 

The  qualities  of  beef  consumed  and  the  relative  consumer  demands  among  the 
various  grades  clearly  have  changed  in  recent  years.  It  has  been  estimated  that 
in  19^7,  51  percent  of  the  beef  produced  and  consumed  in  the  Nation  consisted  of 
qualities  equivalent  to  Prime,  Choice,  and  Good.  In  195^  this  had  increased  to 
an  estimated  58  percent.  Beef  equivalent  in  quality  to  Choice  increased,  in  the 
same  period,  from  27  percent  to  33  percent  of  the  total  (15,  p.  2l). 

These  changes  raise  3  questions.  First,  what  factors  have  been  responsible 
for  the  changes  in  production  and  demand  among  the  grades?  Incomes  of  consumers, 
it  is  known,  have  increased  and  consumers  tend  to  increase  the  quality  of  food 
products  consumed  as  their  incomes  increase.  There  are,  however,  some  additional 
possibilities.  For  instance,  the  merchandising  activities  of  the  food  chains, 
concentrating  as  they  have  on  the  Choice  grade  and  on  "U.  S.  Choice"  in  their 
advertising,  undoubtedly  have  had  some  effect.  In  addition,  either  (l)  basic 
preferences  of  consumers  may  have  changed  or  (2)  greater  use  of  the  Federal  grade 
standards  may  have  permitted  consumers  to  express  existing  preferences  more 
effectively  in  retail  markets. 

The  second  question  is  which,  if  any,  of  these  has  had  the  greater  effect? 
Have  the  changes  taken  place  primarily  as  a  result  (l)  of  voluntary  actions  of 
consumers  stemming  from  changes  in  basic  preferences  or  greater  opportunity  for 
expression  of  existing  preferences  or  (2)  from  more  or  less  involuntary  actions 
resulting  from  merchandising  activities  of  the  retail  chains  and  restrictions  on 
the  range  of  quality  in  stores? 

The  first  of  these  assumes  that  consumers  possess  considerable  knowledge 
concerning  beef  quality  as  reflected  by  the  Federal  grades  and  as  related  to 
their  own  preferences.  It  assumes,  also, that  the  current  relative  importance 
of  each  of  the  grades  at  retail  reflects  effective  expression  in  the  market  of 
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this  knowledge  and  of  currently  held  preferences.  The  second  assumes  relatively- 
little  accurate  knowledge  "by  consumers  and  that,  in  responding  to  the  adver- 
tising claims,  they  have  permitted  market  interests  to  shape  their  consuming 
habits.  Increased  incomes  could  have  been  a  contributing  factor  in  either  case. 

The  third  question  may  be  stated  as  follows:  If  merchandising  activities 
were  the  dominant  influence,  are  consumers  being  provided  with  the  quantities 
of  particular  qualities  of  "beef  that  would  be  justified  "by  their  underlying 
preferences?  In  other  words,  have  consumers  been  induced  to  adopt  buying 
practices  contrary  to  their  own  best  interest  and  inconsistent  with  their  pref- 
erence patterns?  Question  2  concerning  the  source  of  the  dominant  influence  and 
question  3>  stated  above,  may  be  examined  simultaneously.  In  so  doing  the 
following  should  be  taken  into  account: 

1.  Advertising  and  promotion  are  more  effective  and  remunerative  in 
situations  where  the  consumer  knows  little  about  how  to  differentiate 
on  sight  between  various  qualities  of  the  product  and  leans  heavily 
on  the  retailer  than  under  conditions  in  which  he  knows  a  great  deal 
and  uses  his  own  judgment.  The  extent  to  which  retailers  advertise 
and  merchandise  beef  by  grade  or  brand  and  apparently  find  this 
remunerative  is  evidence  that  consumers  probably  know  relatively  little 
concerning  grades  or  qualities  of  beef.  Retailers  expect  consumers  to 
be  impressed  by  the  word  "Choice"  even  though  these  customers  may  not 
appreciate  the  operational  significance  of  the  word. 

2.  It  has  been  shown  that  from  a  practical  standpoint  most  retailers  can 
handle  only  1  quality  of  beef  in  their  stores  and  that  the  higher 
grades,  Choice  particularly,  offer  many  advantages  to  the  retailer. 

3.  Most  consumers  have  had  little  opportunity  to  become  acquainted  with 
the  grade  names  other  than  Prime  and  Choice  or  with  physical  or  visual 
attributes  of  other  grades.  Even  the  stores  that  handle  2  or  more 
grades  of  beef  usually  merchandise  only  the  Prime  or  Choice  by  grade 
name.  Ordinarily,  the  second  quality  handled  is  advertised  as  "budget 
beef"  or  by  some  similar  title  and  frequently  contains  a  mixture  of 
grades.  Thus,  the  merchandising  practices  of  retailers  tend  to  in- 
crease the  heterogenity  of  other  beef  handled  relative  to  Choice. 

k.     Consumer  preference  studies  for  beef  have  shown  that: 

a.  Preferences  of  consumers  for  beef  with  respect  to  visual 
attributes  are  rather  lightly  held,  that  is,  they  can  be  changed 
easily  because  consumers  frequently  are  uncertain  concerning 
relationships  between  the  visual  attributes  and  eating  character- 
istics. 

b.  Most  consumers  have  relatively  little  knowledge  of  the  Federal 
grade  names  and  of  visual  factors  associated  with  superior  eating 
quality. 
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c.  Even  with  a  high  degree  of  knowledge  concerning  "beef  quality  it 
would  he  necessary,  particularly  in  ahsence  of  Federal  grading, 
for  consumers  to  consider  and  weigh  in  their  minds  a  large  number 
of  factors  in  order  to  select  beef  intelligently  and  rationally. 
In  this  way,  they  could  be  expected  to  be  only  moderately  success- 
ful since  even  the  "experts"  are  not  certain  how  some  particular 
visual  factors  are  related  to  eating  satisfaction. 

d.  In  choosing  preferred  steaks  or  roasts  from  pictures  or  displays, 
consumers  select  mainly  on  the  basis  of  leanness.  This  is  logical 
in  view  of  the  evidence  concerning  the  degree  of  knowledge  pos- 
sessed by  most  consumers. 

e.  Higher  percentages  of  consumers  with  higher  than  average  levels 

of  education  or  income  tend  to  indicate  preferences  for  attributes 
usually  associated  with  the  higher  grades  Prime  and  Choice. 

f .  Consumers  tend  to  he  better  satisfied  with  the  eating  character- 
istics of  Prime  and  Choice  than  with  those  of  other  grades. 

5.  Analysis  of  the  Federal  grade  standards  together  with  verifications 
from  consumer  preference  studies  show  that: 

a.  There  is  much  overlapping  in  eating  quality  among  the  Federal 
grades.  This  is,  therefore,  necessarily  true  also  of  the  packer 
brands . 

b.  There  is  less  heterogeneity  with  respect  to  general  acceptability, 
marbling,  and  eating  quality  within  the  Prime  and  Choice  grades 
than  within  the  other  grades. 

6.  Despite  the  predominance  of  one  grade,  large  quantities  of  beef 
equivalent  in  quality  to  Good,  Standard,  Commercial  and  even  Utility 
are  distributed  at  retail  as  block  beef.  These  grades  accounted  for 
at  least  kO  percent  of  the  beef  bought  at  retail  in  1956.  Of  the 
federally  graded  beef  handled  by  independent  retailers  in  the  North 
Central  and  Southern  regions,  30  to  kO   percent  consisted  of  U.  S.  Good. 

It  seems  clear  that,  in  view  of  the  number  and  complexity  of  these  con- 
siderations, there  are  no  simple  answers  to  questions  2  and  3>  posed  earlier, 
and  that  any  solutions  to  them  must  be  arrived  at  through  highly  subjective 
processes.  It  would  appear,  nevertheless,  that  advertising  and  merchandising 
policies  and  practices  of  chains  and  other  retailers  along  with  increases  in 
consumer  incomes  provided  the  dominant  influence.  There  is  little  evidence 
which  suggests,  however,  that  consumers  have  been  influenced  in  a  direction 
inconsistent  with  their  basic  preference  patterns.  Instead,  it  seems  that  the 
U.  S.  Choice  grade  may  represent  for  a  substantial  percentage  of  consumers,  as 
well  as  many  retailers,  the  best  common  denominator  from  among  available  grades 
or  qualities  of  beef  as  determined  by  considerations  which  must  be  taken  into 
account  in  selecting  beef  for  home  consumption. 
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Available  data  indicate  that  consumers  differ  greatly  in  their  preferences 
for  beef.  Consequently,  the  range  for  free  expression  of  preferences  and 
opportunities  for  selection  probably  has  been  restricted  and  inhibited  to  some 
extent  by  the  merchandising  practices  of  many  retailers.  Nevertheless,  the 
Federal  grades  undoubtedly  have  assisted  consumers  in  selecting  the  particular 
qualities  or  grades  most  desired  from  a  wide  variety  of  quality  or  grade 
differences.  Wider  latitude  for  choice  or  judgment,  together  with  possession 
by  consumers  of  knowledge  necessary  for  intelligent  and  rational  exercise  of 
that  choice,  might  have  produced  substantially  the  same  results,  so  far  as  the 
distribution  of  purchases  among  the  grades  is  concerned,  as  those  actually 
experienced.  Available  evidence  indicates  that,  within  limits,  the  higher  the 
level  of  consumer  knowledge  concerning  beef  grades  and  quality  the  more  beef 
purchases  may  be  expected  to  concentrate  in  the  upper  grade  levels. 

Effects  on  Organization  and  Structure 
of  the  Beef  Industry 

Broad  structural  changes,  as  pointed  out  in  the  preceding  chapters,  are 
rapidly  altering  the  structural  characteristics  of  the  beef  wholesaling 
industry.  Of  foremost  importance  among  these  changes  are  (l)  relative  increases 
in  the  number  and  beef  volumes  of  retail  food  chains,  large  volume  independent 
retailers,  independent  wholesalers,  and  independent  packers  and  (2)  sharply  re- 
duced numbers  and  relative  reductions  in  beef  volumes  of  national  packer  slaugh- 
tering plants  and  of  packer  branch  houses.  The  Federal  grade  standards  for  beef 
and  other  fresh  meats  played  an  important  role  during  the  course  of  these  changes 

Forces  Leading  to  Change 

In  the  1930 fs  and  earlier  compared  with  more  recent  years,  the  meatpacker, 
generally  speaking,  was  in  a  superior  competitive  position.  At  this  time 
packers  were  relatively  few  in  number  and,  on  the  buying  side,  faced  a  large 
number  of  less  well  informed  producers.  On  the  selling  side,  they  faced  a  large 
number  of  relatively  small  volume  retailers  who  also  were  less  well  informed 
than  packers  concerning  relative  values  and  qualities  of  meat.  The  large  volume 
packer  with  a  national  distributing  system,  private  sources  of  information,  and 
an  economic  research  department  enjoyed,  under  these  circumstances,  a  particu- 
larly favorable  situation. 

After  19^0,  a  variety  of  factors  tended  to  facilitate  entry  of  firms  into 
the  industry  and  to  increase  the  beef  slaughter  of  small  firms.  These  included 
numerous  technological  innovations.  Continuing  improvements  in  transportation 
and  refrigeration,  for  instance,  tended  to  narrow  the  competitive  lead  of  the 
national  packer.  These  improvements  may  have  aided  the  independent  wholesaler 
by  contributing  importantly  to  the  decline  of  the  packer  branch  house.  Wartime 
demands  for  meat,  the  compulsory  Federal  grading  of  beef,  veal,  and  lamb,  and 
wider  distribution  of  market  news  information  operated  to  the  advantage  of  the 
independent  packers  and  wholesalers. 
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Despite  the  opportunities  presented  to  firms  other  than  national  packers 
and  their  branch  houses,  the  advantages  born  of  ■wartime  conditions  might  have 
been  transitory  if  (l)  the  Korean  conflict  had  not  led  to  a  second  period  of 
mandatory  Federal  grading,  (2)  retail  food  chains  and  other  large  volume 
retailers  had  not  grown  in  numbers  and  importance  during  the  late  1930' s  and 
early  19^0' s,  (3)  the  retail  chains  had  not  shifted  almost  en  masse  to  the 
purchase  of  beef  and  lamb  on  a  uniform  Federal  grade  basis,  and  (4)  many  chains 
had  not  begun  to  merchandise  these  meats  by  their  Federal  grade  names. 

These  developments  tended  to  further  alter  structural  relationships  within 
the  industry  and  to  add  economic  support  to  changes  already  under  way.  The 
effects  may  be  described  under  2  principal  headings — effects  of  the  growth  of 
retail  chains  and  effects  of  increased  use  of  Federal  grades,  despite  the  fact 
that  these  effects  cannot  be  completely  separated. 


Structural  Effects  of  the  Growth  of  Retail  Chains 

The  retail  food  chains,  as  has  been  noted,  developed  independently  of  the 
Federal  grading  of  beef.  The  principal  periods  of  development  and  growth  were 
the  1920' s  and  1930's.  After  World  War  II  many  packers  found  themselves  deal- 
ing principally  with  a  few  astute  and  knowledgeable  food  chain  buyers  rather 
than  with  a  large  number  of  independent  retailers.  This  tended  to  reduce 
bargaining  advantages  of  all  packers.  However,  it  also  tended  to  increase  the 
extent  of  direct  sales  from  packer  to  retailer  and  this  operated  to  the  advan- 
tage of  independent  packers.  Retail  chain  buyers  preferred  to  buy  at  and  receive 
shipments  directly  from  packing  plants  and  were  not  interested  in  tying  them- 
selves to  one  or  a  few  packers.  National  packers,  meanwhile,  remained  en- 
cumbered with  national  distributing  systems  tailored  specifically  to  the  needs 
of  the  independent  retailers,  sales  through  branch  houses,  and  an  army  of 
route  salesmen.  Sales  of  national  packer  branches,  in  consequence,  continued 
to  decline.  Thus,  the  decline  of  the  branch  house  and  increased  sales  of 
independent  packers  cannot  be  ascribed  wholly  to  Federal  grading.  Even  in  the 
absence  of  Federal  grades  for  beef  and  national  packer  branch  sales  organiza- 
tions, independent  packers'  sales  might  have,  increased  relatively. 

Many  of  the  retail  chains  were  sufficiently  large  that  they  began  to  buy 
beef  from  packers  in  surplus  beef  producing  areas.  This,  it  appears,  fre- 
quently resulted  in  reductions  in  the  business  volumes  of  independent  packers 
located  in  deficit  areas  such  as  Baltimore.  Thus,  the  tendency  toward 
geographic  centralization  of  beef  slaughter  in  surplus  producing  areas  also 
must  be  ascribed,  at  least  partly,  to  factors  other  than  Federal  grading. 

Structural  Effects  of  the  Increased  Use  of  Federal  Grades 

Throughout  World  War  II  and  the  postwar  period,  knowledge  among  retail 
buyers  and  others  of  the  official  grade  standards  and  grades  was  increasing. 
The  chain  buyer,  being  interested  in  the  mass  retailing  of  uniform  items  of 
consistent  and  standardized  quality,  was  not  inclined  after  the  World  War  II 
period  of  mandatory  grading  to  abandon  the  Federal  grades.   Instead,  these 
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buyers,  followed  by  considerable  numbers  of  other  retail  buyers  and  many  dining 
establishments  began  to  voluntarily  insist  upon  buying  beef  and  lamb  stamped 
with  Federal  grades  rather  than  packer  brands.  The  chains  went  further  in 
developing  even  more  detailed  specifications  than  those  contained  in  the  official 
grade  standards.  But,  in  so  doing,  the  official  standards  were  used  as  a  frame 
of  reference. 

The  Federal  grade  standard  together  with  their  widespread  adoption  had  the 
following  types  of  structural  effects: 

1.  They  tended  to  intensify  effects,  described  above,  resulting  from 
growth  of  retail  chains  by  contributing  to  development  of  mass  buying 
on  a  specification  basis.  The  grades  provided  independent  packers  with 
a  national  rather  than  strictly  local  or  regional  markets  and  greatly 
encouraged  the  further  development  and  growth  of  independent  packers. 

2.  They  contributed  to  a  depreciation  in  value  to  national  packers  of 
their  packer  brands  on  fresh  meat  and  to  the  decline  of  the  packer 
branch  house.  This,  however,  might  have  happened  in  the  absence  of 
Federal  grade  standards  for  beef  if,  instead,  the  chains  had  developed 
their  own  grades  or  brands. 

3.  In  providing  chains  with  a  framework  for  the  establishment  of  quality 
specifications,  they  encouraged  many  independent  packers  to  begin 
specializing  by  function  and  in  the  grades  and  qualities  most  desired 
by  chains. 

h.  They  resulted,  indirectly,  in  the  vigorous  growth  of  breakers  and  beef 
wholesalers.  The  indirect  effects  of  grading  on  wholesalers  more  than 
offset  the  direct  effects  of  retail  chain  growth  on  direct  buying  from 
packers . 

5.  Through  encouraging  adoption  by  retail  chains  of  specifications  call- 
ing for  higher  quality  fed  beef  they  contributed  to  the  development  of 
a  commercial  feeding  industry  in  the  West. 

The  growing  importance  of  jobbers  throughout  the  period  1929-55  stemmed 
mainly  from  increasing  consumption  of  meats  in  hotels,  restaurants,  and  other 
dining  establishments.  On  the  other  hand,  breakers,  who  became  important 
during  World  War  II,  greatly  increased  their  business  volumes  mainly  as  a 
result  of  (l)  the  growth  of  independent  shipper-type  packers  in  surplus  meat 
producing  areas  who  often  rely  upon  independent  wholesalers  in  deficit  areas 
for  distribution  of  their  beef,  and  (2)  the  increased  degree  of  specialization 
among  independent  packers.  As  the  demand  for  services  grew  and  as  the  in- 
dependent packer  divested  himself  of  particular  functions,  mainly  breaking  and 
fabricating,  these  services  and  functions  were  performed  to  an  increasing  extent 
by  the  breakers.  The  breaker  tended  to  specialize  in  the  large  volume  handling 
of  liners  and  beef  not  desired  in  carcass  form  by  discriminating  retailers. 


-  171  - 

For  many  reasons,  as  noted  earlier,  the  chains  and  the  jobbers  buy  large 
quantities  of  beef  in  the  form  of  wholesale  cuts  from  breakers.   Thus,  a  return 
to  breaking  and  fabricating  of  beef  by  the  independent  packers,   increased  use 
of  warehouses  by  chains  where  these  functions  may  be  performed,  or  decisions  by 
many  jobbers  to  do  their  own  breaking  and  fabricating  could  sharply  reduce  the 
future  relative  importance  of  breakers. 

55/ 

Effects  on  Pricing  Efficiency 

Improvements  in  the  efficiency  with  which  prices  are  established  in  the 
beef  industry  appear  to  be  among  the  most  outstanding  of  the  contributions  made 
by  the  official  grade  standards  for  beef.  Despite  some  imperfections,  Federal 
grades  seem  to  have  (l)  assisted  consumers  in  the  expression  of  their  pref- 
erences, (2)  improved,  to  some  extent,  the  degree  of  precision  by  which  pref- 
erences of  consumers  are  transmitted  through  the  marketing  system  to  producers, 
(3)  facilitated  trading  among  buyers  and  sellers  of  beef  and  of  beef  carcasses, 
and  (k)   reduced  the  degree  of  competition  on  quality  among  firms  and  tended  to 
center  this  competition  on  price.  These,  it  appears,  have  improved  the 
accuracy,  ease,  and  effectiveness  of  market  prices  in  establishing  values  and 
value  differentials  among  various  grades  of  beef.  Some  industry  leaders,  how- 
ever, believe  that  the  Federal  grade  standards  have  resulted  in  ten  justifiably 
wide  price  differentials  among  grades. 

The  Federal  Grades  as  a  Market  Mechanism 

The  interview  data  revealed  that  the  U.  S.  grades  for  beef  act  as  a 
determinant  of  a  central  figure  around  which  cluster  schedules  of  offering 
prices  for  animals  or  carcasses  filling  particular  specifications.  56/  U.  S. 
grades:   (l)  Provide  a  common  language,  not  always  precise,  which  has  become 
the  property  of  all  classes  of  respondents,  (2)  are  used  as  a  basis  for  all 
principal  market  price  reports  on  live  animals  and  meat,  (3)  are  used  by  all 
classes  of  respondents,  by  some  more  than  others,  in  the  bargaining  and  pricing 
process,  and  (h)   are  employed,  principally  by  retailers,  as  a  merchandising 
device. 

The  official  grades  formed  a  basis  around  which  prices  paid  by  independent 
packers  were  contructed.  One  of  the  6  national  packers  also  issued  instructions 
to  their  buyers  in  terms  of  U.  S.  grades.  The  other  national  packers  issued 
buyer  instructions  in  terms  of  their  own  grade  numbers  but  took  into  account  the 
prices  being  paid  for  beef  by  U.  S.  grade.   In  the  wholesale  and  retail  segments 
of  the  trade,  the  Federal  grades  functioned  as  the  basis  of  price  and  quality 
comparisons  between  suppliers. 


55/  Pricing  efficiency  refers  to  the  accuracy,  ease,  and  effectiveness  of 
prices  in  reflecting  values  and  value  differences  at  each  stage  in  the  marketing 
system. 

56/  The  basic  role  played  by  the  Federal  grades,  by  way  of  re-emphasis,  did 
not  preclude  other  influences,  such  as  weight,  feed,  estimated  yield,  and  the 
bargaining  abilities  of  buyer  and  seller,  from  having  effects  on  the  prices  for 
live  cattle. 
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It  was  evident  that  in  the  absence  of  U.  S.  grades  all  handlers  of  beef, 
both  buyers  and  sellers,  would  have  been  less  well  informed  and  less  equally 
informed.  57/  Without  U.  S.  grades  all  buyers  would  have  placed  greater 
emphasis  upon  personal  inspection  and  selection.   Thus,  Federal  grading  has 
been  an  aid  to  more  efficient  buying  of  beef.   In  addition,  it  has  provided 
buyers  with  opportunity  to  enlarge  the  number  and  location  of  their  suppliers. 
To  the  extent  that  the  volume  of  local  slaughter  and  freight  costs  permit, 
beef  buyers  can  look  to  direct  purchase  from  distant  markets  with  more  confi- 
dence when  buying  on  a  uniform  grade  basis  than  when  baying  on  a  monuniform 
grade  basis  or  in  the  absence  of  grades. 

Despite  their  usefulness,  the  Federal  grades  were  insufficient  as  a 
discriptive  basis  to  eliminate,  entirely,  the  desirability  of  inspection  and 
personal  selection.   However,  inspection  either  before  purchase  or  at  delivery 
was  most  often  directed  at  features  of  beef,  other  than  grade,  governing  its 
suitability  for  the  buyers  in  question.   Since  these  are  not  covered,  at  least 
completely,  by  the  official  grade  specifications,  they  become  subject  to 
bargaining  and  to  verification  by  inspection. 

It  must  be  concluded,  nevertheless,  that  the  Federal  grades  for  beef 
have  contributed  to  some  increase  in  the  precision  by  which  preferences  and 
desires  of  consumers  and  of  all  other  types  of  buyers  are  transmitted  through 
the  marketing  system  to  packers  and  ultimately  to  producers .  The  increased 
degree  of  precision  has  been  attained  through  increasing  and  equalizing  levels 
of  knowledge  in  the  trade  concerning  (l)  prices,  (2)  quantities  and  qualities 
of  beef  available,  and  (3)  quantities  and  qualities  of  beef  desired  by 
customers.  This  development,  accordingly,  has  resulted  in  some  increase  in 
pricing  efficiency  within  and  among  markets  for  beef. 

The  Influence  of  Federal  Grading  on  Competition  Among  Packers  and  Effects 
on  Pricing  Efficiency 

It  is  generally  believed  that  the  shift  of  an  industry  in  the  direction 
of  more  widespread,  free,  and  intensive  competition  on  a  price  basis  will 
contribute  to  an  improvement  in  pricing  efficiency.  More  free  and  intensive 
price  competition  contributes  to  an  increase  in  the  accuracy,  ease,  freedom, 
effectiveness,  and  speed  by  which  prices  are  established  in  the  market. 
Competition,  in  turn,  tends  to  become  more  free  and  intensive  as  (l)  the  firms 
in  the  market  increase  in  number,  (2)  the  largest  firms  decrease  in  volume  to 
the  point  that  no  one  of  them  exercises  any  dominant  influence  on  product 
prices,  (3)  knowledge  throughout  the  industry  increases  and  equalizes  in  point 
of  time  and  space,  and  (k)   prices  become  clearly  identifiable  according  to 
homogeneous  grade  or  quality  groupings.  The  impact  of  changes  in  any  one  of 
these  factors  may  not  be  sufficiently  large  to  have  any  observable  effect  on 
pricing  efficiency.   In  combination,  however,  they  are  likely  to  produce  a 
marked  effect. 


57/  National  packers  may  be  an  exception  in  the  sense  that  these  packers 
might  be  about  as  well  informed  in  the  absence  of  Federal  grades  for  beef  as 
with  them. 
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It  was  pointed  out  that  partly  as  a  result  of  the  introduction  and  in- 
creased use  of  Federal  grades  for  "beef  (and  lamb),  independent  packers  and 
wholesalers  have  increased  in  number;  concentration  in  the  meatpacking  industry 
has  declined;  and  knowledge  of  factors  affecting  prices  has  increased  and  be- 
come more  nearly  equal  among  buyers  and  sellers.  All  these  have  tended  to  in- 
crease competition  in  the  beef  trade  and  to  improve  the  efficiency  of  prices 
in  allocating  supplies  of  beef  among  competing  uses. 

Another  important  factor,  related  closely  to  factors  already  mentioned, 
which  has  tended  to  increase  the  degree  of  competition  among  packers  has  been 
the  elimination  of  variable  quality  as  a  factor  in  the  bargaining  process. 
The  Federal  grade  standards  made  it  possible  to  clearly  identify  prices  by 
grade  and  weight  groups.  They  tend  to  reduce  the  extent  of  either  wilful  or 
involuntary  misrepresentation  of  beef  in  order  to  sell  it  at  prices  higher  or 
lower  than  justified  by  market  conditions  and  consumer  demand.   Standardization 
of  the  quality  variable,  it  is  clear,  has  contributed  to  an  improvement  in 
pricing  efficiency  at  the  packer  and  wholesaler  levels. 

The  Influence  of  Federal  Grades  for  Beef  on  Concentration  at  Retail  and 
Effects  on  Pricing  Efficiency 

The  level  of  concentration  in  retailing  has  increased  as  multi- store 
firms  and  voluntary  groups  with  central  buying  programs  have  developed  to 
national  prominence.  This,  it  is  sometimes  argued,  has  tended  to  restrict 
competition  in  the  meat  wholesaling  industry  and  to  offset  effects  on  pric- 
ing efficiency  of  more  competition  among  packers.  It  is  further  argued  that, 
in  view  of  the  continued  dominance  among  packers  of  the  national  packers,  the 
increased  concentration  at  retail  has  resulted  in  monolithic  structures  in 
each  of  these  principal  sectors  of  the  meat  industry. 

The  bargaining  strength  of  the  chains  and  group  retailers  with  central 
buying  programs,  unquestionably  has  increased  both  absolutely  and  relatively. 
To  the  extent  that  this  strength  is  used  to  alter  or  affect  prices  to  the 
advantage  of  the  retailer,  pricing  imperfections  and  impediments  are  intro- 
duced and,  if  so,  some  deterioration  may  take  place  in  pricing  efficiency. 
According  to  data  collected  in  the  study,  some  packers  and  wholesalers  be- 
lieved that  the  bargaining  strength  of  the  chains  did,  in  fact,  alter  or 
affect  the  prices  they  received.  Typically,  these  packers  or  wholesalers 
stated  that  the  chains  and  other  mass  buyers,  through  their  emphasis  on 
Federal  grades  and  price  quotations  thereon,  were  restricting  the  supplier's 
ability  to  sell  beef  to  his  best  advantage.   Some  packers  and  wholesalers 
tended  to  hold  the  chains  responsible  for  this  result,  others  blamed  the 
Federal  grade  standards,  and  still  others  claimed  that  the  two  were  jointly 
responsible. 

It  has  already  been  noted  that  the  Federal  grade  standards  for  beef  have 
been  only  one  among  a  large  number  of  factors  contributing  to  the  relative 
growth  of  large  volume  retailers.  In  addition,  however,  it  appears  possible, 
but  unlikely,  that  the  Federal  grades  have  been  a  subordinate  factor  in  improving 
the  bargaining  strength  of  these  large  volume  retailers  in  their  dealings  with 
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"beef  suppliers.  Standardization  of  the  quality  variable,  it  is  true,  tended  to 
shift  competition  to  a  price  "basis  and  facilitated  price  comparisons  by  retailers 
between  and  among  suppliers,  thus  tending  to  improve  their  bargaining  position 
vith  "these  suppliers.   On  the  other  hand,  standardization  of  beef  into  uniform 
grades  probably  also  tended  to  increase  the  degree  of  competition  among  chains 
and  other  retailers.  In  addition  the  chains  do  not  rely  on  Federal  grades 
exclusively.  Many  of  the  chains  developed  detailed  beef  quality  specifications 
of  their  own  and,  among  these  chains,  the  specifications  usually  appeared  to  be 
much  more  detailed  and  inclusive  than  the  grade  standards.  Packers  themselves 
pointed  to  some  notable  examples  of  chain  buying  on  strictly  specification  bases. 
Consequently,  it  appears  probable  that, in  the  absence  of  the  Federal  grading  of 
beef,  the  chains  would  have  developed  specification  buying  to  the  point  that 
their  bargaining  strength  would  have  grown  in  a  manner  parallel  with  actual 
experience. 

On  balance,  it  appears  that  Federal  grades  for  beef  have  contributed  to 
an  increase  in  pricing  efficiency  in  the  meat  wholesaling  industry  both 
directly,  as  explained  in  the  foregoing  section,  and  indirectly.  The  indirect 
effects  came  about  through  the  influence  of  Federal  grading  on  the  structure 
and  organization  of  the  industry.  These  changes,  in  turn,  appear  to  have 
intensified  the  degree  of  competition  throughout  the  beef  trade.  The  Federal 
grades  for  beef  apparently  are  at  least  partly  responsible  for  increases  in 
the  level  of  competition  among  packers.  At  the  same  time,  the  contribution  of 
Federal  grades  to  the  development  of  large  volume  retail  buyers  or  to  their 
bargaining  strength  probably  had  little  effect  on  the  ultimate  course  of  events. 


Pricing  Imperfections  Eeported  by  Respondents 

Among  packers  and  wholesalers,  it  was  stated  repeatedly  that  selling  beef 
on  a  Federal  grade  basis  restricted  the  supplier's  ability  to  sell  beef  to  his 
best  advantage.  This  development  was  frequently  interpreted  as  an  invasion 
of  the  supplier's  merchandising  prerogatives  and  opportunities.   In  support  of 
the  packer's  thesis  it  was  observed  that  national  packers  tended  to  roll  top- 
of-the-grade  carcasses  with  packer  brands  and  to  roll  U.  S.  grades  on  lower 
valued  carcasses  within  the  grade;  that  independent  packers  tended  to  sell  top 
Good  carcasses  ungraded  in  order  to  obtain  prices  consistent  with  their  top- 
of-the-grade  quality;  and  that  large  volume  buyers  paid  essentially  one  price 
for  a  shipment  of  beef  carcasses  of  a  particular  grade  irrespective  of  within 
grade  quality  variations  in  the  shipment.   It  also  was  observed  that  among 
grades  of  beef  which  are  not  normally  rolled  with  U.  S.  grades  and  which  do 
not  particularly  interest  large  volume  retailers  it  is  still  possible  to 
merchandise  individual  carcasses  on  their  merits.  The  hypothesis  here  is  that 
the  supplier  does  not  attempt  to  bargain  and  merchandise  in  connection  with 
the  sale  of  carcasses  in  the  upper  grade  levels  because  he  cannot. 

Interview  data  provide  some  additional  insight  into  the  problem.  All 
segments  of  the  beef  trade  reported  that  under  conditions  of  voluntary  grading 
it  was  possible  for  packers  and  wholesalers  to  obtain  premium  prices  for  top- 
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of-grade  quality.  This  was  accomplished  through  a  variety  of  means  such  as  "by 
selling  under  a  packer  brand,  breaking  or  selling  ungraded  to  breakers  for 
grading  in  the  form  of  wholesale  cuts,  selling  ungraded  directly  to  retailers, 
and  other  means.  A  number  of  suppliers,  packers  and  breakers  principally, 
stated  that  whenever  a  customer  insisted  upon  top-of-the-grade  quality  he  was 
expected  to  pay  a  differentially  higher  price.  Other  suppliers  stated,  in 
contradiction  to  the  majority,  that  even  when  rolled  with  Federal  grades 
carcasses  within  particular  grades  showing  evidences  of  superior  quality  could 
be  sold  at  higher  than  average  prices  if  packers  activity  attempted  to  merchan- 
dise them.  These  statements  were  confirmed  by  a  number  of  chain  respondents 
who  said  that  they  expected  to  pay  premium  prices  for  "top"  Choice  beef. 

A  number  of  packers  stated  or  implied,  however,  that  with  standardization 
of  the  quality  variable  most  packers  began  to  emphasize  the  mass  sale  of  car- 
casses in  volume  and  no  longer  attempted  to  merchandise  individual  carcasses. 
Apparently,  they  found  it  profitable  to  ignore  minor  quality  variations  within 
grades,  Choice  particularly,  in  order  to  obtain  advantages  of  selling  in 
volume.  Support  for  this  view  was  found  in  statements  of  some  other  suppliers. 
Although  there  were  pricing  difficulties  and  frustrations  in  selling  to  chains 
and  other  large  volume  retail  buyers,  these  accounts  were  preferred  and 
actively  sought  by  wholesalers  as  well  as  packers  as  they  led  to  reductions  in 
selling  costs.  Most  suppliers  seemed  to  be  saying  that  they  would  have  liked 
to  sell  the  beef  volumes  they  presently  were  selling  to  chains  to  less  knowledge- 
able and  discriminating  buyers.   It  appears  unreasonable  for  packers  and  other 
beef  suppliers  to  expect  to  sell  in  large  volume  lots  and,  at  the  same  time,  to 
merchandise  individual  carcasses. 

Within  and  between  grade  price  differences. — The  survey  evidence,  outlined 
above,  suggested,  nevertheless,  that  -the  Federal  grades  were  resulting  in  (l) 
narrow  or  nonexistent  price  differentials  within  the  grades  and  (2)  relatively 
wide  price  differentials  between  carcasses  of  equal  weights  in  adjacent  grades. 
Analyses  of  market  price  reports  tended  to  confirm  these  suggestions  and,  in 
examining  results  of  consumer  preference  studies,  it  appeared  that  wider  price 
differentials  between  than  within  grades  were  not  justified  by  consumer  rec- 
ognition of  differences  in  eating  quality 

Any  grading  system,  however,  that  attempts  to  segment  a  continuous  range 
of  quality  variation  probably  will  have  the  effect  of  narrowing,  to  some  extent, 
the  range  of  prices  within  each  of  the  grades.  The  reason  for  this  is  that 
once  a  particular  quality  range  has  been  identified  by  a  grade  name,  some  buyers 
probably  will  tend  to  consider  all  units  of  quality  within  that  grade  as  com- 
pletely homogeneous  and  interchangeable  from  the  standpoint  of  quality  whether 
or  not  this,  in  fact,  is  true.  Large  volume  purchases  may  appear  to  have  the 
same  effect.  For  instance,  in  a  sale  of  100  Choice  grade  carcasses  both  buyer 
and  seller  may  recognize  that,  say,  half  are  "low"  Choice,  a  fourth  are  "aver- 
age" Choice,  and  the  remaining  fourth  "top"  Choice.  Both  buyer  and  seller,  also, 
may  recognize  that  the  "low"  Choice  are  worth  one-half  cent  less  per  pound  and 
the  "top"  Choice  one-half  cent  more  per  pound  than  "average"  Choice.  They  may 
agree,  nevertheless,  to  a  single  average  price  for  the  entire  lot.  But  the 
single  price,  whatever  its  magnitude,  may  be  the  only  one  of  these  prices  avail- 
able for  use  in  constructing  market  news  reports.  Also,  it  is' possible  that  in 
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some  areas  and  within  certain  grades,  the  Choice  grade  particular ily,  sales  by- 
packers  of  top-of-the-grade  quality,  as  measured  by  the  grade  standards,  are 
infrequent.  58/  If  these  sales  actually  are  scattered  and  infrequent  they  may 
not  be  used  by  market  news  reporters  in  formulating  their  detailed  quotations* 
Thus,  the  difficulty  could  stem,  at  least  partly,  from  market  news  reporting 
practices. 

The  problem  of  within  and  between  grade  price  differences  on  beef  re- 
quires further  study.  All  that  is  known  at  present  is  that  the  wholesale  price 
quotations  in  public  and  private  market  news  reports  show  a  relatively  narrow 
spread  in  prices  as  related  to  within  grade  quality  differences  and  a  rela- 
tively wide  spread  in  prices  between  grades.  Additional  research  might  show 
that  either  or  both  of  two  approaches  could  be  used  to  solve  or  lessen  the 
effects  of  resulting  price  difficulties.  These  are  (l)  the  reporting  of  prices 
according  to  within  grade  differences  in  quality  such  as  "top"  or  "low"  Choice, 
and  (2)  further  analysis  of  the  Federal  grade  standards  and  changes  such  as  to 
reduce  within  grade  quality  differences. 

Additional  reported  sources  of  pricing  imperfections. --The  argument 
advanced  by  some  packers  that  the  Federal  graders  themselves  are  the  source 
of  pricing  difficulties  in  the  meat  industry  is  transparent.   It  was  the 
stated  opinion  of  some  packers  that  in  rolling  carcasses  with  Federal  grades 
the  graders  were  establishing  values  and,  thus,  were  usurping  the  function  of 
free  market  prices.  From  a  practical  as  well  as  a  theoretical  viewpoint  it  is 
impossible  in  a  competitive  economy  to  fix  grades  unalterably  in  terms  of 
physical  attributes  of  a  commodity  and,  at  the  same  time,  to  fix  prices  or 
price  differentials  among  the  grades.  One  or  the  other  must  be  left  free  to 
shift  and  vary  with  relative  changes  in  the  supply  of  or  the  demand  for  the 
different  grades.  The  Federal  grades  for  beef,  in  fact,  have  been  fixed  in 
terms  of  physical  attributes.  Consequently,   if  the  graders  apply  the  grade 
rollers  in  strict  accordance  with  the  standards  they  cannot  be  charged  with 
establishing  prices. 

Price  differentials  which  remain  fixed  among  grades  or  between  geographic 
points  over  an  extended  period  and  are  not  explainable  in  terms  of  transportation 
costs  would  indicate  that  the  quality  and  physical  attributes  of  particular 
grades  were  being  permitted  to  shift  and  change  over  time.  Thus,  under  a 
proprietary  system  of  grades  and  brands  private  firms  can  decide,  more  or  less 
arbitrarily,  whether  they  will  (l)  establish  grades  in  terms  of  physical 
attributes  which  are  fixed  and  unchanging  over  time  and  space  and  permit  prices 
to  vary  in  accordance  with  supply-demand  relationships  or  (2)  set  up  fixed  price 
differences  among  the  grades  and  permit  physical  quality  specifications  for 
different  grades  to  vary  and  shift  over  time  and  among  different  areas.  Among 
private  firms  the  decision  in  this  regard  might  be  made  on  the  basis  of  expected 
alternative  long  term  and  short  term  effects  on  net  income. 


58/  For  instance,  data  collected  during  a  2-week  period  in  the  Los  Angeles 
area  in  which  2,000  carcasses  were  graded  by  a  trained  grader  indicated  that 
carcasses  in  the  "low"  Choice  category  represented  more  than  two- thirds  of  the 
carcasses  in  the  Choice  grade  and  30  percent  of  all  carcasses  in  the  Prime, 
Choice,  Good,  and  Standard  grades. 
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Some  of  the  effects  of  Federal  grades  on  prices  and  pricing,  nevertheless, 
appear  admissible  as  an  argument  in  opposition  to  a  system  of  100  percent 
compulsory  beef  grading  and  in  support  of  the  present  voluntary  system.  As 
reported,  some  beef  could  be  merchandised  by  packers  and  wholesalers  most 
effectively  some  other  way  than  by  Federal  grade.  A  system  of  compulsory  grad- 
ing, consequently,  might  tend  to  further  reduce  opportunities  of  packers  to 
merchandise  carcasses  within  grades.  The  subjective  nature  of  the  grade 
standards  and  their  application  may  be  an  additional  argument  in  favor  of  the 
present  system. 


Effects  on  Operational  Efficiency  and 
Changes  in  Intrafirm  Economic  Relationships  59/ 

Not  only  have  there  been  numerous  changes  among  firms  in  livestock  and 
meat  industry  during  recent  years  but  significant  within  firm  changes  also  are 
evident.   In  the  beef  industry,  intrafirm  adjustments  have  affected,  among 
other  things,  numbers  of  establishments,  location  of  plants,  combinations  and 
volumes  of  product  produced,  and  buying  and  selling  practices.  These,  in  turn, 
have  frequently  resulted  in  changes  in  competitive  relationships  among  firms. 

Most  firms  are  constantly  seeking  means  of  reducing  costs.   In  the  beef 
industry  the  introduction  and  use  of  Federal  grades  appear  to  have  provided 
some  firms  with  this  opportunity  causing  competing  firms  to  actively  seek  and 
introduce  cost  reducing  counter-measures.  The  intensification  of  competition 
also  has  tended  to  direct  the  attentions  of  firms  to  production  and  marketing 
costs  and  to  technological  innovations  and  other  means  of  reducing  these  costs. 
The  ultimate  aim  of  this  attention  is  to  change  competitive  relationships. 

With  the  incorporation  of  Federal  grades  into  the  beef  quality  specifi- 
cations of  chains  and  other  retail  firms,  certain  cost  savings  probably  accrued 
to  these  firms.   It  became  less  necessary  to  buy  locally  and  inspect  each  lot 
prior  to  purchase.  Price  comparisons  could  be  made  more  readily  and  purchases 
could  be  made  at  the  most  advantageous  locations.   In  tending  to  eliminate 
arguments  concerning  relative  qualities  of  animals  or  carcasses  there  was  a 
substantial  saving  of  time  and  expense.  In  addition,  it  was  no  longer  necessary 
for  packers  or  wholesalers  to  spend  large  sums  of  money  in  advertising  an<^ 
merchandising  since  the  grade  label  was  well  known  and  respected.  Packers, 
independent  packers  particularly,  experienced  cost  reductions  through  lowered 
selling  costs  as  well  as  through  a  reduction  in  costs  of  procuring  live  animals. 
There  was  less  likelihood,  also,  that  a  shipment  would  be  rejected.  Reductions 
in  selling  costs  of  independent  packers,  however,  probably  resulted  more  from 
increases  in  sales  volume  and  in  the  average  size  of  sale  in  connection  with  the 
growth  of  chain  buying  than  from  the  Federal  grading  of  beef.  Trading,  never- 
theless, was  facilitated  by  Federal  grading  and  this  brought  reductions  in  mar- 
keting costs. 


59/  Operational  efficiency  refers  to  the  technical  input-output  processes  of 
production  and  the  efficiency  with  which  these  processes  are  performed. 
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Additional  cost  savings  were  sought  by  many  packers  through  specializing 
in  the  particular  grades  of  beef  desired  by  chain  customers.  This,  together 
with  the  increased  volume  which  frequently  resulted,  tended  to  reduce  operating 
and  marketing  costs  of  many  independent  packers. 

Most  breakers  were  similarly  affected.  Their  volumes  increased  and  their 
costs  of  procurement  and  selling  dropped.  Specialization  on  the  part  of  in- 
dependent packers  by  function  and  product  type  appears  to  have  permitted  many 
breakers  to  concentrate  on  other  functions  and  product  types  thus  effecting 
cost  savings. 

Some  additional  savings  in  costs  of  marketing  were  realized  by  the  tend- 
ency of  Federal  grading  to  shift  the  slaughter  of  beef  animals  nearer  to 
sources  of  production.  By  shipping  carcasses  rather  than  live  animals,  shrink- 
age is  reduced,  transportation  costs  on  such  products  as  hair,  horns,  and 
viscera  are  avoided,  and  shipping  space  is  saved.  This  also  tended  to  reduce 
handling  costs. 

National  packers  and  some  others  were  affected  adversely  by  these  develop- 
ments. Consequently,  they  sought  cost  reductions  by  closing  inefficient  plants, 
introducing  automation  in  others,  shifting  their  operations  to  products  which 
lend  themselves  to  branding,  and  actively  promoting  packer  brands. 

Some  intrafirm  adjustments  took  the  form  of  integration.  For  instance, 
some  chains  as  well  as  some  packers  in  the  West  were  induced  to  begin  inte- 
grating back  toward  the  producer  by  acquiring  f eedlots  and  feeder  cattle  (26) . 
A  strong  demand  for  higher  quality  fed  beef,  as  explained  earlier,  had 
developed  in  the  West  partly  as  a  result,  it  appears,  of  merchandising  practices 
of  the  leading  retail  chains  who  were  using  Federally  graded  beef.  But,  at  the 
same  time,  adjustments  by  other  firms  were  taking  place.  Some  of  the  larger 
beef  producers  began  to  integrate  forward  by  acquiring  f eedlots.   In  addition, 
the  growth  of  an  independently  owned  and  highly  specialized  commercial  feeding 
industry  was  stimulated.  Thus,  use  of  Federal  grades  for  beef  may  have  con- 
tributed not  only  to  some  integration  in  the  West  but  also  to  the  development 
of  a  commercial  feeding  industry  in  that  area.  These  developments,  in  turn, 
have  tended  to  reduce  feeding  and  marketing  costs  of  beef. 


Effects  on  Producers 

There  remains  some  question  concerning  the  economic  effects  on  producers 
of  the  Federal  grading  of  beef.  A  thorough  analysis  would  require  results  of 
additional  studies  now  in  progress.  Nevertheless,  some  indications  of  the 
effects  on  producers  seem  evident  from  conclusions  drawn  in  this  study. 

Two  principal  sources  of  possible  pricing  error  or  imperfection  were 
described  in  the  course  of  the  preceding  discussion.  Pricing  error  is  intro- 
duced to  the  extent  that  merchandising  policies  and  practices  of  retailers 
cause  more  or  less  of  particular  grades  to  be  consumed  than  if  consumers  were 
well  informed  and  all  grades  were  readily  available  to  them.  Pricing  error 
also  is  introduced  when  prices  paid  by  consumers  are  not  accurately  reflected 
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in  prices  obtained  by  packers  and  in  price  relationships  at  wholesale  within 
and  between  the  grades.  At  the  producer  level  there  seems  to  be  another 
possible  source  of  pricing  error.  Most  cattle  are  sold  by  producers  on  a  live 
basis.  This,  as  explained  in  the  discussion  on  packers,  usually  requires 
numerous  estimates.  Among  these  are  the  dressing  percentage  and  the  carcass 
grade  as  determined  by  application  of  the  live  beef  grade  standards.   In  addi- 
tion, packers  reported  only  infrequent  use  of  grade  terms  in  bargaining  with 
producers.  The  degree  of  pricing  error  at  this  level  depends  on  the  accuracy 
attained  in  making  live  grade  or  quality  estimates,  the  degree  of  competition, 
and  other  factors. 

The  economic  interests  of  producers  and  consumers  alike  are  served  by 
developments  which  tend  to  minimize  the  pricing  error  in  the  communications 
system  between  them.  Producers  can  respond  only  to  price  signals  they  actually 
receive  and  consumers  can  purchase  only  what  is  produced.  The  Federal  grading 
of  beef  has  sharply  reduced  pricing  error  at  each  stage  in  the  marketing 
system.  This  is  perhaps  the  single  most  important  contribution  made  by  the 
official  grade  standards  for  beef  despite  the  fact  that  some  additional  improve- 
ments could  be  made.  Some  of  the  existing  errors,  however,  could  be  reduced 
through  more  complete  use  and  application  of  the  standards. 

It  is  possible  that  weak  or  inaccurate  price  signals  have  caused  producers 
to  supply  consumers  with  more  Choice  grade  beef  and  to  use  more  resources  in 
production  of  this  grade  than  was  justified  by  fundamental  consumer  desires  and 
preferences.  As  pointed  out  earlier,  however,  there  is  no  definite  proof  of 
this.  Recent  consumer  preference  studies  together  with  the  survey  evidence 
presented  in  this  report  indicate  that  there  is  little  or  no  conflict  between 
consumer  buying  decisions  and  actions  in  retail  stores  and  their  eating  prefer- 
ence patterns.  A  substantial  number  of  customers  are  attracted  to  the  Choice 
grade  because  this  grade  (l)  represents  a  compromise  among  conflicting  attitudes 
and  preferences  present  in  the  minds  of  many  individual  consumers  with  respect 
to  two  or  more  of  the  wide  variety  of  physical  quality  attributes  in  beef,  and 
(2)  provides  most  consumers  with  a  higher  degree  of  repeatability  in  eating 
experience  than  the  Good,  Standard,  or  Commercial  grades. 

It  is  also  possible,  as  contended  by  packers,  that  producers  receive 
prices  for  beef  consistent  only  with  the  minimum  quality  in  the  grade.  Packers 
state  that  since  they  cannot  sell  top-of- the- grade  carcasses  rolled  with  Federal 
grades  at  premium  prices  they  cannot  pay  higher  than  minimum  prices  to  producers 
for  live  animals  showing  evidence  of  superior  quality  in  the  grade.  Results  of 
studies  in  process  may  provide  more  conclusive  information  on  this  point  than 
is  presently  available.  At  best,  however,  the  argument  as  presented  is  weak. 
Packers  readily  admitted  that  by  various  means,  usually  involving  packer  grades 
or  sale  ungraded,  they  could  obtain  premium  prices  for  premium  quality  when 
they  so  desired.  Although  this  may  be  a  strong  argument  against  the  compulsory 
Federal  grading  of  beef,  it  suggests  that  there  are  no  compelling  reasons  why 
producers  could  not  expect  packers  to  pay  for  quality  differences  within  grades 
as  well  as  between  grades. 

Response  to  changed  conditions  has  required  adjustments  in  production  and 
marketing  patterns  and  practices  by  producers,  as  well  as  by  the  beef  whole- 
saling industry.   Beef  producers  in  the  Northeast  and  in  some  other  deficit 
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producing  areas  have  had  to  adjust  to  increased  shipments  of  carcass  "beef  from 
the  Corn  Belt  area.  Producers  of  feeder  cattle  appear  to  have  benefited  sub- 
stantially from  the  increased  demand  for  fed  cattle.  Producers  in  the  Western 
range  and  prairie  areas  of  grass  fat  slaughter  cattle,  which  usually  grade  top 
Standard  or  low  Good,  also  may  be  finding  it  necessary  to  make  adjustments  as 
a  result  of  changed  demand  and  price  situations.  Similarly,   some  changes  are 
required  of  producers  on  some  diversified  farms  who  have  been  accustomed  to 
buying  feeders  in  the  spring  and  holding  them  on  irrigated  pastures  or  in  grain 
and  hay  pastures  after  removal  of  the  crop.  Some  of  these  producers  must  now 
compete  for  feeder  cattle  with  commercial  feedlot  operators.  By  fall,  when 
producers  prefer  to  sell,  these  cattle  frequently  are  relatively  large  and 
heavy  but  not  too  well  finished.   Consequently,  they  usually  will  not  qualify 
for  the  Choice  grade  and  even  within  the  Good  grade  they  frequently  are  sold 
at  prices  which  have  been  discounted  for  excessive  weight  and  size. 

In  general,  however,  it  appears  that  most  beef  producers  have  benefited 
substantially  from  the  increasing  use  of  Federal  grading.  As  a  result  of  the 
Federal  grading  of  beef  (l)  it  is  possible  that  the  total  production  and  con- 
sumption of  beef  has  increased,  (2)  consumers  can  more  easily  and  effectively 
express  their  beef  preferences,  (3)  the  beef  industry  has  become  somewhat 
more  competitive,  (h)   prices  are  established  with  more  accuracy,  ease,  and 
speed,  and  (5)  costs  of  slaughtering  and  marketing  probably  have  dropped. 

Increases  in  consumer  demand,  more  competition  among  packers  for  fed 
cattle,  and  reductions  in  slaughtering  and  marketing  costs  appear  to  have  (l) 
increased  demands  of  packers  for  fed  cattle  and  (2)  increased  prices  and  total 
net  returns  received  by  producers  for  these  cattle.  Prices  of  feeder  cattle 
also  have  been  markedly  affected.  Prices  of  cows  and  beef  suitable  for  pro- 
cessing appear  not  to  have  been  affected  unfavorably.  Producers  have  responded 
to  increased  demands  for  Choice  and  top  Good  by  increasing  the  numbers  of 
cattle  placed  on  feed  during  the  period  19^5-56  by  6h  percent.  This  increase 
was  made  possible  partly  by  improvements  in  the  efficiency  with  which  price 
signals  have  been  accurately  transmitted  to  the  producers  from  the  retail 
level. 
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APPENDIX 
i   Theoretical  Interpretation  of  the  Standards 

The  official  grade  standards  for  carcass  "beef  are  often  not  fully  under- 
stood by  the  producer,  the  consumer,  and  many  others.   Consequently,  a  detailed 
description  is  presented  here  of  the  factors  that  determine  "beef  grades  and 
interrelationships  among  these  factors.  Because  the  interrelationships  are 
complex,  an  attempt  is  made  to  present  a  somewhat  simplified  view  of  the  official 
grade  structure  for  "beef.  But,  in  simplifying,  some  degree  of  accuracy  may  "be 
lost.   The  following,  therefore,  should  "be  considered  only  as  a  theoretical 
analysis  or  interpretation  of  the  standards.   For  precise  language  regarding 
definitions  of  terms,  relationships  among  grade  factors,  and  method  of 
application,  reference  should  "be  made  to  the  official  standards  themselves 
(30). 

The  grade  of  a  "beef  carcass  depends  mainly  on  two  factors,  "quality"  and 
"conformation."  Both  these  factors  are  "based  on  visual  physical  characteristics 
of  beef  carcasses  for  which  satisfactory  objective  measures  have  not  "been 
developed.   The  term  "quality"  or  "quality  grade"  in  the  "beef  grade  standards 
refers  to  marbling,  texture,  and  firmness  of  lean,  and  indications  of  maturity. 
Of  these,  marbling  and  maturity  are  perhaps  the  most  important.   The  term 
"marbling"  refers  to  intramuscular  streaks  and  flecks  of  fat. 

"Conformation"  refers  to  the  build,  shape,  or  proportion  of  the  carcass 
or  its  various  parts  (2,  p.  302).   Factors  determining  conformation  are  breeding, 
care,  feeding  and,  except  in  the  case  of  carcasses  from  immature  animals,  sex 
condition. 

Relationships  among  these  various  factors  as  they  occur  in  nature  are  not 
precisely  known.   Some  relationships,  based  upon  the  best  available  knowledge, 
are  assumed  in  the  Federal  grade  standards  for  beef.   These  grade  determining 
relationships  are  the  ones  with  which  this  discussion  is  concerned.   In  the 
following,  attention  is  focused  on  (l)  assumed  relationships  between  marbling 
and  maturity  under  the  assumption  that  these  are  the  only  important  factors 
affecting  quality  grade,  and  (2)  assumed  grade  determining  relationships 
between  quality  grade  and  conformation.  (>0/ 

Quality  grade 

Three  maturity  groups  are  considered  in  the  lower  portion  of  figure  5. 
Two  groups,  the  very  young  one  and  the  group  approaching  maximum  maturity,  are 
mentioned  directly  in  the  standards.  Another,  the  "intermediate  maturity"  group 
is  not  mentioned  directly  in  the  standards  but  is  referred  to  regularly  in 
interpretations  of  the  standards. 


50/  Tnis  assumption  means  that  the  effects  of  color,  texture,  and  firmness 
of  lean  are  neglected  in  this  discussion.   The  assumption  was  made  for  purposes 
of  clarity  in  the  discussion  but  it  may  lead  to  an  impression  of  precision  in 
grading  not  actually  possible  or  intended  in  the  standards.   It  is  partly  for 
this  reason  that  this  is  considered  a  theoretical  discussion. 
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Within  each  maturity  group  certain  minimum  marbling  requirements  (fig.  5) 
are  required  for  each  of  the  grades.   This  requirement  provides  relationships 
between  (l)  marbling  for  each  of  the  maturity  groups,  the  lower  scale  along 
the  bottom  of  the  chart,  and  (2)  "quality  grade/'  the  upper  scale  along  the 
bottom  of  the  chart.   For  instance,  the  minimum  marbling  requirement  permitted 
in  the  Choice  grade  for  carcasses  from  "very  young"  animals  is  a  "small"  amount, 
or  number  8  as  defined  in  figure  5-   For  carcasses  that  are  intermediate  in 
maturity,  the  minimum  marbling  requirement  is  somewhat  greater,  that  is,  a 
"modest"  amount  or  number  7>   In  the  group  approaching  maximum  maturity,  the 
minimum  Choice  grade  marbling  requirement  is  still  greater,  a  moderate  amount 
or  6.   Carcasses  from  very  young  animals  may  qualify  for  top  Utility  or  low 
Standard  even  though  they  are  devoid  [12]  of  marbling.   Those  from  animals 
approaching  maximum  maturity,  however,  must  have  at  least  traces  [10]  of 
marbling  to  qualify  for  top  Utility  or  low  Standard. 

The  absolute  minimum  level  of  quality  permitted  in  each  grade  is  indicated 
by  the  vertical  lines  aa',  bb ' ,  cc',  and  dd' .   Thus,  low  Prime  quality  is 
required  under  all  circumstances  for  the  Prime  grade  and  low  Choice  quality  is 
required  in  all  cases  for  the  Choice  grade.   Notice,  however,  that  under  certain 
conditions,  to  be  explained,  top  Standard  quality  is  permitted  in  the  Good  grade 
(cc*  is  drawn  directly  above  the  line  designating  the  division  between  top  and 
average  Standard  quality. )  Similarly,  top  Utility  quality  under  particular 
circumstances  is  permitted  in  the  Standard  grade. 

Conformation 

Degrees  of  conformation  associated  with  each  of  the  grades  and  the 
identifying  descriptive  terms  for  conformation  are  shown  on  the  left  hand 
scale,  the  Y  axis  of  figure  5.   Thus,  top  Prime  conformation  refers  to  carcasses 
that  are  at  or  near  a  subjective  maximum  in  "blockiness,"  "compactness,"  and 
"thickness"  whereas  carcasses  with  low  Prime  conformation  would  have  less  than 
the  average  degree  of  blockiness,  compactness,  and  thickness  found  within  the 
grade . 

As  explained,  the  vertical  lines  such  as  aa'  and  bb'  indicate  the  absolute 
minimum  levels  of  quality  permitted  in  each  grade.   The  length  of  each  of  these 
lines,  however,  also  represents  the  range  of  conformation  (vertical  scale) 
allowed  at  the  indicated  absolute  minimum  level  of  quality  (horizontal  scale). 
Thus  Prime  conformation,  aa',  is  required  for  the  Prime  grade  at  the  minimum 
level  of  quality  in  the  grade.   Choice  through  Prime  conformation,  bb',  is 
permitted  in  the  Choice  grade  at  the  absolute  minimum  quality  level  for  the 
grade.  Midpoint  Good  through  Prime  conformation,  cc',  is  acceptable  at  the 
minimum  quality  (top  Standard)  and  top  Utility  quality  is  acceptable  in  the 
Standard  grade  if  associated  with  at  least  midpoint  Standard  conformation.  6l/ 

61/  The  term  "midpoint"  should  not  be  confused  with  "middle  third  of  the 
grade . " 
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Permissible  Rates  of  Compensation  Between 
Conformation  and  Quality 

Within  certain  specified  limits,  conformation  and  quality  are  permitted 
to  compensate  for  one  another  at  specified  rates.   This  is  shown  in  figure  5 
by  the  slanted  portions  of  the  lines  of  demarcation  between  grades.   The  line 
aaH,  for  instance,  indicates  the  permissible  rate  of  compensation  in  the  Prime 
grade  between  conformation  and  quality.  A  half -grade  increase  in  quality 
compensates  for  a  half -grade  reduction  in  conformation  or  in  a  ratio  of  1-1. 
Therefore,  carcasses  exhibiting  low  Choice  conformation  may,  nevertheless, 
qualify  for  the  Prime  grade  if  the  meat,  of  intermediate  maturity,  shows  at 
least  "very  abundant"  marbling.   Carcasses  may  qualify  for  Choice  (l)  if  they 
exhibit  a  minimum  of  low  Choice  quality,  or  (2)  if  above  this  level  of  quality 
each  half -grade  drop  in  conformation  below  the  low  Choice  of  conformation  is 
compensated  for  by  a  half -grade  increase  in  quality. 

In  the  Good  grade  the  rate  of  permissible  compensation  is  different  from 
that  in  Prime  and  Choice  and,  in  addition,  the  rate  differs  (slope  of  the 
slanting  line  differs)  depending  upon  the  level  of  quality.   Carcasses  exhib- 
iting low  Good  conformation  and  low  Good  quality  are  permitted  in  the  Good  grade. 
This  combination  in  figure  5  is  represented  on  the  line  cc"  where  the  slope 
changes.   To  the  left  of  this  point  an  increase  of  a  half -grade  in  conformation 
to  midpoint  Good  is  permitted  to  compensate  for  a  one-third  grade  drop  in  quality 
to  top  Standard.   This  brings  the  line  to  point  c  and  no  further  compensation 
in  this  direction  is  permitted.   To  the  right  of  the  point  representing  low 
Good  conformation  and  low  Good  quality,  compensation  may  take  place  indefinitely 
at  the  rate  of  a  half -grade  of  quality  for  a  third  of  a  grade  in  conformation. 

Rates  of  compensation  for  the  Standard  grade  are  the  same  as  for  Good. 
Low  Standard  conformation  and  low  Standard  quality  (the  point  on  the  slanting 
line  dd"  where  the  slope  changes)  is  permitted  in  the  Standard  grade.   How- 
ever, top  Utility  carcasses  may  qualify  for  the  Standard  grade  provided  that 
this  drop  in  quality  is  compensated  by  an  increase  in  conformation  to  midpoint 
Standard.   Compensation  in  the  Standard  grade  in  the  quality  range  above  low 
Standard  takes  place  at  the  rate  of  a  half  (quality)  for  a  third  (conformation) 
as  in  the  Good  grade. 

The  standards  do  not  indicate  the  precise  rate  at  which  quality  and  con- 
formation are  permitted  to  compensate  for  one  another  in  the  Utility  and 
lower  grades.   The  established  practice  in  these  grades,  however,  is  for  the 
same  rates  as  in  the  Standard  and  Good  grades. 

As  explained  earlier,  the  vertical  lines  such  as  aa'  and  bb '  represent  the 
range  of  conformation  at  the  absolute  minimum  quality  permitted  in  the  grade. 
The  slanted  lines,  similarly,  represent  minimum  levels  of  conformation  at 
specified  minimum  levels  of  quality.   The  slanted  lines  as  well  as  their  vertical 
extensions,  therefore,  represent  minimum  requirements  for  each  grade.   The 
area  immediately  to  the  left  of  the  vertical  lines  and  the  areas  immediately 
below  the  slanted  lines  represent  maximum  requirement  for  the  grades  in  which 
these  areas  fall.   For  instance,  the  area  immediately  below  b  b'  b"  represents 
top  Good.   Carcasses  in  this  area  also  could  be  called  "liners"  according 
to  the  definition  of  this  term  adopted  in  the  body  of  the  report.  62/ 

62/  See  footnote  60,  p.  ^3. 
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Some  Implications 

A  number  of  implications  relevant  to  the  purposes  and  objectives  of  this 
study  may  "be  drawn  from  figure  5  and  the  foregoing  discussion.   These  follow: 

1.  In  comparing  the  areas  enclosed  in  figure  5  by  the  minimum  requirements 
for  each  grade,  such  as  a  a'  a"  and  b  b'  b"  which  enclose  the  Good  grade,  it 
appears  that  theoretically  the  beef  grade  standards  provide  for  less  variation 
with  respect  to  quality  (marbling)  as  the  grade  level  increases. 

The  Prime  grade  marbling  requirements  range  only  from  "moderately  abundant" 
through  the  maximum  whereas  marbling  in  the  Standard  grade  theoretically  may 
span  the  entire  range  in  marbling.   It  appears  that  the  Prime  and  Choice  grades  ' 
are  theoretically  more  homogeneous  with  respect  to  quality  than  Good  or  Standard. 

2.  With  respect  to  conformation  also  the  standards  theoretically  provide 
for  more  homogeneity  in  the  Prime  and  Choice  grades  than  in  the  Good  or  Standard 
grades.   Conformation  in  the  Standard  grade  theoretically  could  vary  throughout 
the  range  of  low  Utility  through  top  Prime  conformation.   The  permissible 
variation  or  heterogeneity  in  conformation  progressively  decreases  as  the  grade 
level  increases. 

3.  Owing  to  some  practical  limitations,  no  unequivocal  statements  can 
be  made  regarding  relative  degrees  of  homogeneity  among  the  grades.   The 
relationships,  as  explained,  are  assumed.  Much  additional  research  would  be 
required  to  establish  them  with  precision. 

Although  the  grade  standards  permit  wide  variation  in  the  Good  and  Standard 
grades,  it  would  be  rare  to  find  carcasses,  qualifying  in  other  respects  for 
these  grades,  with  high  degrees  of  marbling.  With  respect  to  maturity,  there 
would  appear  to  be  less  variation  under  actual  conditions  in  the  higher  grades 
than  in  the  lower.   Prime  steers  ordinarily  are  slaughtered  within  a  relatively 
narrow  range  of  age.   For  illustrative  purposes  this  may  be  assumed  to  be  20 
to  30  months.  Many  Choice  grade  steers  brought  to  market  are  younger  than  20 
months,  but  many  are  older,  ranging  up  to  36  months.   Good  or  Standard  steers, 
on  the  other  hand,  are  sold  at  various  ages  depending  upon  production  and 
marketing  practices  between  about  12  and  kQ   months  of  age. 

Conformation,  according  to  experience  of  the  grading  service,  appears  to 
vary  less  in  the  lower  grades  than  implied  in  the  beef  grade  standards.   For 
instance,  carcasses  otherwise  qualifying  for  the  Standard  grade  usually  have 
not  less  than  top  Utility  conformation  or  more  than  top  Choice  conformation.  ($3/ 
Even  these  extremes  are  rare  in  the  Standard  grade.   It  appears  reasonable 
to  think  that  under  present  day  conditions  of  production  and  marketing  the 
variation  in  conformation  within  the  lower  grades  might  be  less  than  within 
the  higher  grades. 

63/  This  is  based  on  experience  of  Federal  graders  rather  than  statistical 
records. 
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The  dashed  lines  "e"  and  "f"  indicate  one  assumption  concerning  the 
range  of  conformation  ordinarily  encountered  within  grades  at  particular 
levels  of  quality.   The  area  enclosed  by  the  dashed  lines  may  "be  somewhat 
under  or  narrower  than  that  indicated  and,  instead  of  being  about  parallel, 
the  lines  may  converge  or  diverge.  As  drawn,  however,  the  lines  "e"  and  "f" 
impose  practical  limits  on  both  conformation  and  quality  within  the  Standard, 
Good,  and  Choice  grades  and  indicate  about  equal  degrees  of  homogeneity  among 
grades.  Additional  research  would  be  required  to  establish  these  lines  with 
precision. 

h.      Differences  in  degrees  of  marbling  observed  in  particular  grades  of 
beef  over  time  or  between  geographic  areas  do  not  mean,  necessarily,  that  the 
standards  are  being  applied  differently  at  one  time  than  another  or  differently 
at  one  place  than  another.   For  instance,  it  might  be  possible  to  find  carcasses 
in  each  of  the  3  grades  --  Choice,  Good,  and  Standard,  showing  a  "small"  [8] 
or  even  a"modest"  [7]  degree  of  marbling  (fig.  5)«   Similarily,  variations 
in  conformation  within  particular  grades  do  not  mean,  necessarily,  that  the 
carcasses  have  been  misgraded.   It  would  be  possible,  as  provided  in  the 
standards,  to  find  carcasses  in  each  of  the  k   grades  which  were  "moderately 
blocky,  compact,  and  thick." 

5.  The  discussion  and  figure  5  point' to  much  overlapping  in  visual 
characteristics  of  marbling  and  conformation  among  the  grades. 

6.  No  mention  was  made  in  the  discussion  of  finish  or  degree  of  leanness. 
No  mention  was  necessary.   Despite  the  general  acceptance  of  the  statement  that 
the  Federal  grades  for  beef  are  based  on  conformation,  finish,  and  quality, 
finish  only  indirectly  is  considered  by  the  standards.   Finish,  the  amount  of 
external  fat,  varies  more  or  less  directly  with  conformation.   "Blocky,  compact, 
and  thick"  carcasses  usually  carry  more  finish  than  "rangy,  angular,  and  slightly 
thin"  carcasses.   Finish  also  varies  directly  with  marbling  which  is  concerned 
with  relative  quantities  of  fat  and  lean.   Nevertheless,  it  would  be  more 
correct  to  say  that  the  grades  are  based  on  conformation  and  quality  than  to 

say  that  they  are  based  on  conformation,  finish,  and  quality. 

7.  It  is  logical  that  primal  cuts  of  a  carcass  after  breaking  may  grade 
differently,  since  in  the  standards  excellence  in  one  characteristic  may 
offset  deficiencies  in  another. 
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INTERVIEW     GUIDE 

PACKERS 

I.   Classification  of  the  Firm 

A.   Organization  and  scope 

1.  Code  No.  

2.  Headquarters  location  

3.  Number  and  location  of  slaughter  plants:   No.  

Locations  

k.      Number  and  location  of  branch  houses  and  sales  offices: 
a.   Branch  houses:   No.  Locations 


b.   Sales  offices:  No.  Locations  

B.   Product  line 

1.  Annual  beef  volume  (1955)  (000  pounds)   Size 

classification:   large  medium  small 

2.  Other  species  and  products  handled  (check  and  indicate  if  of 

minor  importance)  Veal  ,   Lamb  ,   Fresh  pork  , 

Cured  pork  ,   Other  processed  products,  . 

3.  Special  characteristics  


II.  Current  Policies  and  Practices   (all  "estimates"  are  to  be  made,  if  possible, 
in  terms  of  percent  of  total  pounds  of  beef  sold  or  in  the  category  referred 
to,  for  1955.>  and  in  the  case  of  national  packers  -with  reference  to  a  speci- 
fic plant) 

A.   Selling  practices  and  policies 

1.  Classification  of  1955  sales 

a.   Breakdown  of  total  annual  sales  (estimate)  block  beef 


boning  or  processing  beef  $,  (remaining  questions  all 

apply  to  block  beef. ) 
b.   Breakdovn  of  block  beef  sales  (estimates) 

(1)  Type  of  grading: 

U.  S.  graded  and  stamped  °jo,   U.  S.  graded  (block  stamped) 

but  not  rolled  °jo,   packer  graded  and  rolled  $>, 

packer  graded  and  not  rolled  4>t    rolled  with  both  packer 

and  U.  S.  grades  $>,  ungraded  and  not  rolled  °jo. 

(a)  Reasons  for  this  pattern. 

(b)  General  pattern  of  variations  among  markets. 

(2)  U.  S.  grades: 

Prime  #  Choice  f     Good $  Standard  # 

Commercial     $     Other     $. 
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(3)   Types  of  grading  by  1/3  grades: 


Prime        Choice        Good  Commercial 
Middle       Middle       Middle        Middle 

Top   Low  Top    Low  Top    Low  Top    Low 

~TT  i  IT  ~li  J°  ~1T  "IT  i.  ~I~  "2    t  IT 


Packer  graded 
and  rolled  only 

Ungrades 

U.  S.  graded 
and  rolled  only 

Both  packer  and 
U.  S.  rolled 


100  100  100   100  100  100   100  100  100    100  100  100 


(if  packer  cannot  estimate  ask  for  indication  in  each 
case  of  principal  type  of  grading  employed). 


(k)     Type  of  customer: 


Packer      U.  S.      Beef 


Outlet 


a.  Retail  food  chains 

b.  Other  retail 

c.  Packer  branch  houses 

d.  Wholesale  meat  distributors 

e .  Other 


graded 

and 
rolled 

t 

graded 

and 
rolled 

i 

not 
rolled 

1 

100  100        100 


2.  Approximate  correspondence  of  packer  numbers,  packer  brands  and 
U.  S.  grades 

a.  Variations  among  selling  areas 

b.  Variations  over  time 

3.  Price  differentials  (specific  plant,  last  week) 

a.   U.  S.  and  packer  grades 

(1)  Importance 

(2)  Examples 

b.  Within  U.  S.  grades 
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Usual      Maximum      Minimum 


cents/lb. 


Low  Prime  -  Top  Choice 
Low  Choice  -  Top  Good 
Low  Good  -  Top  Standard 


(1)  Variations  among  selling  areas 

(2)  Variations  over  time 

k.      Standing  orders:   Importance,  nature  in  relation  to  grades, 
recent  changes. 

5.  Liners 

a.  Problems  represented  by  liners 

b.  Procedures  and  variations  in  procedures 

6.  Importance  of  sales  on  inspection  at  plant 

7.  Customer  quality  specifications:   Use,  nature. 

8.  Advertising  and  merchandising  program:   Packer  graded, 
ungraded,  U.  S.  graded. 

B.  In-plant  operations  related  to  grading 

1.  Factors  which  determine  type  of  grading. 

2.  Procedures  followed  in  selection  of  carcasses  and  type  of 
grading. 

C.  Livestock  buying  practices  and  policies 

1.  Instructions  to  buyers  in  terms  of  prices  and  grades 

2.  Basic  pricing  data  used  in  buying. 

a.   Estimates  of  price  differentials,  live  animals,  top  to 
bottom  of  grade  (specific  plant,  last  week) 

Usual      Maximum      Minimum 
cents/lb .        

Top  to  low  Prime  

Top  to  low  Choice  

Top  to  low  Good  

Top  to  low  Standard  

Top  to  low  Commercial  


b.  Ranking  of  pricing  data  taken  into  account 

c.  Procedures  in  issuing  price  instructions 

3.   Grade  and  quality  references  in  negotiation  with  producer-seller 

a.  Terms  used  in  buying  livestock 

b.  Effect  of  price  quotation  in  U.  S.  grades  on  packer  grade 
price  offerings 

c.  Description  of  a  typical  buying  transaction 
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D.   Preferences  concerning  the  grading  system 

1.  Preference  for  present  system  of  U.S.  grades  and  private 
brands. 

2.  Description  of  desired  modifications 

3.  Efforts  to  achieve  these  modifications 

h.      Effect  of  Federal  grading  on  "beef,  operations 

III.   Origins  of  Present  Policies  and  Practices 

A.  Statement  of  the  packers'  policy 

B.  Time  at  which  policy  began 

C.  Summary  of  previous  program  if  any 

1.  Contemplated  advantages  of  change  to  present  policy 

2.  Realized  advantages  from  same 

D.  Policy  decision  on  grading 

1.  Source  of  the  decision 

2.  Factors  used  in  arriving  at  the  decision 

E.  Effects  of  situation  that  prevailed  during  World  War  II  and  Korean 
War  on  policy  decisions 

F.  Impact  of  growth  of  chains  on  operations  and  merchandising  practices 

G.  Changes  in  policies  now  being  contemplated. 
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INTERVIEW  GUIDE 
WHOLESALERS  AND  JOBBERS 


I.   Classification  of  Firm 


A.   Identification 


1.  Code  No.  Headquarters  location 

2.  Location  of  affiliated  firms  

3.  Principal  type  of  customers  


B.   Product  line 

1.   Annual  "beef  volume  (1955) (000  pounds) 

Size  classification:   Large  Medium Small 


2.  Other  species  and  products  handled  (check  and  indicate  if  of  minor 

importance)  :  Veal  ,  Lamb  ,  Fresh  pork     y    Cured  pork 

Other  processed  products  

3.  Age  of  firm 

k.     Special  characteristics  


II.  Current  Policies  and  Practices   (All "estimates"  are  to  be  made,  if 

possible,  in  terms  of  percent  of  total  pounds  of  beef  purchased,  sold,  or 
in  the  category  referred  to,  and  for  1955- 

A.   Buying  policies  and  purchases 

1.   Classification  of  1955  purchases 

a.  Breakdown  of  total  annual  purchases  (estimate): 

Block  beef  jo,   honing  or  processing  "beef  jo 

(Remaining  questions  apply  to  block  beef) 

b.  Breakdown  of  block  beef  purchases  (estimate): 

(1)  Type  of  grading:  U.  S.  graded  and  rolled jo,   packer 

graded  and  rolled  jo,   ungraded  and  rolled jo 

(a)  Reasons  for  this  pattern 

(b)  Pattern  of  variation  through  time 

(2)  Dispersal  over  the  various  grades,  degree  of  insistance 
upon  stamp,  reasons 

Reasons 


Percentage 

Insist  on  stamp 

purchased 

Yes     No 

s 

(check) 

Prime 

Choice 

Good 

Standard 



Other 
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2.  Purchased  by  run  of  grade  or  special  part  of  grade. 

3.  Approximate  U.  S.  grade  equivalents  of  ungraded  beef  handled, 
packer  graded  beef  handled. 

k.      Importance  of  purchases  through  brokers. 

5.  Principal  suppliers,  locations  of  major  suppliers,  principal 
method  of  delivery. 

a.  Extent  of  change  over  time. 

b.  Reasons  for  change,  voluntary  or  otherwise. 

6.  Methods  of  assuring  desired  quality. 

7.  Kinds  of  price  quotations  received,  U.  S.  graded,  packer  graded, 
ungraded. 

8.  Estimates  of  price  differentials  paid  between  top  of  one  grade 
and  bottom  of  next  highest  grade  (last  week). 

Usual    Maximum    Minimum 
cents /lb .    

Low  Prime  -  Top  Choice  

Low  Choice  -  Top  Good  

Low  Good   -  Top  Standard 


9.  Other  aspects  of  procurement  practices  and  policies. 

a.  Determination  of  quantities  to  purchase. 

b.  Selection  of  grades. 

c.  Negotiation  en  prices  paid,  received. 

d.  Use  of  standing  orders. 

e.  Extent  of  grading  done  on  premises. 

B.   Selling  practices  and  policies. 

1.   Breakdown  of  sales  by  type  of  customer. 

Packer  graded   U.  S.  graded   Beef  not 
Outlet  and  rolled      and  rolled     rolled 

fo  Jo  fo 

Independent  retailers 

Retail  food  chains  

Purveyors  

Other 


a.  Extent  to  which  customers  insist  upon  packer  graded,  U.  S, 
graded,  and  ungraded  beef. 

b.  Variations  in  sales  patterns  over  time. 
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2.  Observed  practices  of  chains  and  retailers  in  purchasing. 

a.  Customer  cooler  inspection  practices. 

b.  Variations  in  quality  levels  purchased. 

c.  Use  of  specifications. 

d.  Effect  of  location  and  area  income  variations. 

3.  Observed  practices  of  purveyors  in  buying. 

a.  Quality  preferences  by  type. 

b.  Effects  of  location  and  area  income  variations. 

k.     Estimates  of  price  differentials  in  selling  between  top  of  one 
grade  and  bottom  of  next  highest  category  (last  week) . 

Usual    Maximum    Mini  mum 
cents/lb .    

Low  Prime   -  Top  Choice  

Low  Choice  -  Top  Good  

Low  Good    -  Top  Standard  

C.  Attitudes  toward  grading. 

1 .  Important  competitive  factors . 

a.  With  packers. 

b.  With  packer  branch  houses. 

c.  With  other  independent  wholesalers  (jobbers). 

2.  Preferences  for  or  against  present  systems  of  grading. 
III. Origins  of  Present  Policies  and  Practices 

A.  Statement  of  policies  as  conceived  by  interviewer. 

1.  Correction,  if  necessary,  by  wholesaler. 

2.  Duration  of  this  policy. 

B.  Factors  involving  change  to  present  policy  (if  applicable) 

1.  Timing  of  the  change. 

2.  Reasons  for  the  change. 

3.  Source  of  the  decision  to  adopt  the  present  policy. 

C.  Effects  of  present  policy. 

1.  Anticipated  advantages  of  present  policy  over  previous  policy. 

2.  Realized  advantages  from  the  present  policy. 

D.  Relation  of  World  War  II  and  Korean  War  to  the  firm's  policy. 

E.  Impact  of  the  growth  of  chains  on  operations  and  merchandising  practices. 
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INTERVIEW     GUIDE 

RETAILERS 

I.   Classification  of  Firm 

A.  Organization  and  Scope. 

1.  Code  No.  Headquarters  location  

2.  Type:   National  chain  ,  Regional  chain  ,  Local  chain  . 

Independent  supermarket  ,  Meat  market  ,   Other  retail  

3.  Number  of  retail  outlets  . 

h.      Income  area(s):  High  ,   Medium ,   Low  . 

Special  characteristics  of  area 

5.  Annual  beef  volume  (000  pounds  )0 

6.  Number  of  buying  districts  . 

7.  Special  characteristics 


II.  Current  Policies  and  Practices  (All  "estimates"  to  be  made,  if  possible, 
in  terms  of  percent  of  total  pounds  purchased  or  in  the  category  referred 
to  in  1955). 

A.  Procurement  Practices  and  Policies  (estimates) 

1.  Breakdown  of  annual  purchases. 

U.  S.  graded  and  rolled  $,   packer  graded  and  rolled ja, 

not  rolled $>. 

2.  Breakdown  of  U.  S.  graded  purchases. 

a.  By  grades:  Prime  °]o ,   Choice  "jo.,   Good °jo, 

Standard  j>}   Other  __ °Jo. 

b.  Intentions  of  concentrating  on  particular  grades. 

3.  Grade  or  quality  comparisons. 

a.  Packer  grades  handled  in  1955 • 

b.  Approximate  U.  S.  grade  equivalents  of  packer  grades,  and 
ungraded  beef  handled. 

c.  Retailer's  opinions  on  comparisons  between  packer  grades  and 
U.  S.  grades. 

k.     Retailer's  opinions  on  comparison  between  U.  S.  grades  and  un- 
graded meat  purchased  in  1955* 
5.   Retailer's  use  of  specifications  in  purchases. 

a.  Summary  of  the  specifications. 

b.  Reasons  for  adopting  these  specifications. 

c.  Functions  and  importance  of  these  retailer  buying  specifica- 
tions. 
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6.  Insistance  on  maintaining  a  percentage  distribution  of  purchases 
among  U.  S.  graded,  packer  graded,  and  ungraded. 

a.  Degree  and  pattern  of  shifting  the  mix  of  purchases  among 
these  types. 

b.  Reasons  for  the  variation  if  applicable. 

c.  Shifts  between  grades  -  either  U.  S.  or  packer. 

d.  Reasons  for  these  shifts  -  if  applicable. 

7.  Retailers'  attitudes  toward  the  present  system  of  having  U.  S. 
graded,  packer  graded,  and  ungraded  meat. 

8.  Necessity  of  shipping  beef  from  one  buying  location  to  another. 

9.  Breakdown  of  purchases  by  type  of  supplier  (estimate). 

Own  packing  plant  *p}   Other  packers  *jb}    Branch  houses  jo. 

a.  Degree  of  shifts  in  this  normal  pattern. 

b.  Frequency  of  the  variations. 

c.  Reasons  for  the  variations  noted. 

10.  Difference  paid  for  beef  between  the  top  of  a  grade  and  the  bottom 
of  the  next  highest  grade. 

11.  Other  aspects  of  procurement. 

a.  Means  of  guaranteeing  the  procurement  of  desired  meats. 

b.  Instructions  to  buyers. 

c.  Use  of  standing  orders  with  sources  of  supply. 

B.   Selling  Policies  and  Practices 

1.  Customer  knowledge  of  meat  grades. 

a.  Retailer's  desires  on  knowledge  customer  should  possess  con- 
cerning grades  being  handled  in  the  store. 

b.  Retailer's  opinion  and  the  extent  of  the  customer's  knowledge 
of  the  grades  being  handled. 

(A)  U.  S.  grades. 

(B)  Packer  grades. 

2.  Merchandising  program.  Methods  of  informing  consumer  of  meat 
characteristics . 

3.  Retailer's  preference  of  grade  systems  to  be  used  in  selling 
fresh  beef. 

k.     Effect  of  average  income  of  store  customers  on  the  class  and 
grade  of  beef  handled. 

5.   Relationship  of  beef  quality  decisions  to  quality  decisions  on 
other  products. 
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III.   Origins  of  Policy  and  Practices 

A.  Summary  of  Policies  and  Practices. 

1.  Interviewer's  statement  thereof. 

2.  Retailer's  additions  or  corrections. 

3.  Duration  of  this  policy. 

B.  Policy  Used  Before  Present  One  was  Adopted. 

1.  Time  of  the  change  to  present  policy. 

2.  Source  of  the  decision. 

3-   Contemplated  advantages  of  present  policy  over  previous  policy. 
h.     Realized  advantages  from  the  change. 

C.  Effects  of  World  War  II  and  the  Korean  War  on  the  store's  policies. 

D.  Contemplated  changes  in  policy. 
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